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A Banker’s Diary 


lor a time after the Budget the reassuring effect of the White 
Paper figures, coupled with the Chancellor’s outline of a definite 
programme to stabilise wages and the cost of 


Bank’s living, encouraged more optimistic views of the 
Adviser financial prospect than had previously been held 
Fears In spite of the Chancellor’s declaration, however, 
Inflation further wage increases have been sanctioned, 


since the Budget was passed, in many important 
industries—including basic industries such as transport and 
coalmining. Even if one accepts to the full the implications of 
the White Paper figures, this continued rise in wage rates would 
in itself be sufficient to refute the Chancellor’s contention that 
the “ gap” can be closed this year by an increase of only £200 
to £300 millions in savings, since his estimate of expenditure at 
£4,207 millions was explicitly made to depend on the assump- 
tion that there would be no further increase in domestic costs. 
Inevitably, therefore, fears of inflation are once again grow- 
ing. They have found a particularly authoritative spokesman in 
the person of Professor Henry Clay, an Adviser of the Bank of 
England. Writing in the Institute Journal, Professor Clay holds 
that the recent increase in taxation will probably not succeed in 
preventing an inflationary movement. “ It will effectively pre- 
vent any inflation of the free income of the class with more 
than, say, £500 a year, and therefore of the prices of commodi- 
ties they are accustomed to buy,” Professor Clay concedes, * but 
it does little to force a curtailment of expenditure by wage- 
earners and nothing to prevent either the further rise of wage 
rates where labour is scarce or the levelling up of wage-rates 
where wages have lagged behind the general movement. The 
prevention of inflation from now on rests, not with the Chan- 
cellor, but with the Ministers responsible for price and wage 
control. With prices so largely based on costs, and wages, the 
chief element in costs, free to rise, a general upward movement 
of prices would offset the recent increase in taxation, and simul- 
taneously widen the gap between Government expenditure and 
revenue and expand the volume of free income at the disposal 
of private individuals.’ 


_ LL _-_ 
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Tuis emphasis on the dangers of an inflation as a result of the 
increase in wages, as contrasted with other incomes, is the 
logical implication drawn from a consideration 
of the White Paper figures. It is pointed out that 


ise in 
er between 1938 and 1940 total incomes rose by 
Bill £1,171 millions, of which £663 millions repre- 


sented wages, £155 millions salaries, and £336 
millions profits and interest. On the other hand, 
direct taxation rose over the same period by £376 millions, cor- 
porate savings (mainly undistributed profits) by £78 millions, 
and indirect taxation and rates by £225 millions. As Professor 
Clay points out, less than 6 million of the 23 million incomes 
paid income tax in 1940, while the effective exemption limit was 
still 50s. a week for a single person and £4 for a married man. 
Most of the increase in direct taxatjon can, therefore, be attri- 
buted to the profits and interest class, wiping out the £336 mil- 
lions increase in their income. The spendable income of the 
same class was also reduced by the rise in corporate savings 
and they have paid a substantial share of the increase in indirect 
taxation. Hence it is quite clear that the increase in free income 
available for expenditure—and therefore responsible for the 
threat of inflation—is to be looked for mainly in wages. 


THE renewed official appeals for an increase in small savings 
might be regarded as a tacit confirmation of Professor Clay’s 

views. Lord Kindersley has recently stated, for 

example, that an increase in genuine savings is 
The Trend needed of £5-£6 millions a week. Unfortunately, 
Of Savings the savings figures themselves can for various 

reasons shed little light on the inflation issue or 

even on the trend of genuine savings. In the 
quarter just ended, as will be seen from the table overleaf, the 
weekly figures of small savings were running at an annual rate 
of £712 millions, against £600 millions in the preceding six 
months, so that on this basis it might seem that an expansion 
is in progress sufficient to justify the Chancellor’s hopes of an 
extra £200-£300 millions for the full year. Thus a continued 
expansion at the rate of 10 per cent. for each quarter would 
give a total of £830 millions for the current financial year. 
As is well known, however, the savings figures include large 
sums in respect of requisitioned securities and other capital 
items which are not current savings at all; while, on the other 
hand, some saving takes place through other channels, notably 
in the form of bank deposits. Thus the weekly figures have 
only the most indirect connection with the trend of true savings. 


F 
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“SMALL” SAVINGS QUARTERLY TOTALS | 
Inc. on preceding quarter 
Annual rate 


1940 £m. £m. % 
January-March ................ 2 ... — .. = 
SED “atnadicinanidhdapende 16 .6Ct«w«ws «=CTti(i«‘i(‘(at:éCiS 
July-September ............... 1282... 29... 6.0 
October-December _........... 1410... 51... = 10.0 


However, the White Paper shows that in the first year of the 
war small savings of £353 millions were the counterpart of per- 
sonal savings of £320 millions net or £410 millions gross; while 
in the first half of the second year small savings figures at an 
annual rate of £524 millions were associated with personal 
“SMALL” SAVINGS QUARTERLY TOTALS 


Inc. en preceding quarter 
Annual rate 
1941 £m. £m. 


January-March .............+-- i591... 4 2. 132 
PI heittnninsincnsonssnsens 1778... 73 ~«w.:«=S Co 4 
savings of £640 millions per annum net and £720 millions 
gross. (By gross savings is meant current savings before mak- 
ing good death duties and other items properly chargeable to 
capital.) The Chancellor’s estimate of this year’s gap at 
£500 millions implies that personal expenditure this year must 
be cut by slightly less than £4,000 millions. If as a result of the 
new taxation personal incomes are reduced to £5,000 millions, 
therefore, gross savings would still be required of something 
over £1,000 millions, equivalent to £900-£950 millions net. If 
anything like the same relationships hold as in the first eighteen 
months of the war, a satisfactory rate of savings would there- 
fore be indicated by savings figures at the rate of £775-£820 
millions on the basis of the experience in the first year, and of 
£740-£780 millions on the basis of experience in the half-year 

to February last. 


Ir will be recalled that the freezing of German and Italian 
funds in the United States last month was carried out under a 
blocking order extending to all the countries of 
continental Europe, with provision for exemp- 


nfreezin , 
— tion through a general licence for six countries 
uropean 
Dollars then classed as neutrals, namely, Finland, Por- 


tugal, Spain, Sweden, Switzerland, and the 
U.S.S.R. In spite of their close financial rela- 
tions with the Axis in the past, both Sweden and Switzerland 
were granted licences without delay against assurances that 
their dollar funds would not be used for the benefit of the Axis 
or Axis-controlled countries, while later in the month Spanish 
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assets, estimated at $30,000,000, were also released. No action 
has yet been taken in the case of Portugal. The German inva- 
sion of Russia was, of course, immediately followed by the 
release of Russian dollar assets, estimated at $100,000,000, while 
on the other hand transfers to Finland under the $35,000,000 
Export-Import Bank credit were suspended. 


HITHERTO Finland has been the second largest borrower from 
the Export-Import Bank, having already drawn on this credit 
to the extent of $23,000,000 by the end of March, 


Export- of which $4.8 millions were transferred during 
import the first quarter of the year. Far the largest 
Bank recipient of Export-Import Bank loans has been 


Activities China, with a total on March 31 of $80.8 millions, 

against only $54.7 millions at the end of 1940. 
By contrast, it is interesting to note that in spite of the difficul- 
ties due to the loss of European markets, the whole of South 
and Central America has drawn upon the Export-Import Bank 
only to the extent of $33.8 millions, leaving credit lines unused 
to a total of no less than $186.9 millions. Brazil has taken only 
$13.6 millions, leaving commitments for $51.4 millions out- 
standing, while Argentina has scarcely availed herself at all 
of her borrowing limit of $62.5 millions. Next to Finland, 
Spain was by far the largest borrower among European coun- 
tries with a total of $11.2 millions. Altogether, the outstand- 
ing loans of the bank amounted to $166.2 millions at the end 
of March, compared with $131.0 millions at the end of 1940 and 
$65.2 millions a year earlier. 


In the first of the quarterly statements called for by the Lease- 
Lend Act, President Roosevelt revealed that transfers of 
materials to Britain on Lease-Lend terms up to 
the end of May 31 amounted to the equivalent 


Lease-Lend 
and Supply of £18,750,000. In itself, the relative smallness 
Costs of this total would not be surprising, since it is 


clear that it would take some time for Lease- 
Lend orders to emerge in deliveries and that in 
the meantime the principal source of deliveries would be the 
orders placed before the passage of the Act. The figure is, 
however, somewhat surprising in relation to the sharp drop 
in our own Supply expenditure since the turn of the financial 
year, since it raises the question how the remainder of our 


supplies from the United States—which must be many times 
F2 
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the figure given for Lease-Lend deliveries — are being 
entered in the accounts. In the fifteen weeks to July 12, Supply 
expenditure totalled only £1,131.5 millions, or an average of 
£74.5 millions. This compares with £87.5 millions in the first 
quarter of the calendar year and is actually below the com- 
parable figure of £77.8 millions for the last quarter of 1940. 
A sudden decline of £13 millions a week, coming immediately 
after the passage of the Lease-Lend Act, can hardly be due 
purely to seasonal causes and certainly suggests that overseas 
expenditure which formerly entered into the figure has since 
been excluded to the extent of considerably more than £183 
millions. 


NOTWITHSTANDING the decline in supply spending, the current 
deficit is running at substantially above £50 millions a week. 

That it has been possible to finance a deficit of 
War Bond this order with comparatively little recourse to 
Sales and floating debt has been due in recent weeks 
Floating chiefly to a remarkable increase in sales of 
Debt National War Bonds and Savings Bonds. The 

reason for this suddenly improved response was 
the general expectation that the present issues would be with- 
drawn at the turn of the half-year and replaced by fresh loans 
offered on terms considerably more advantageous to the 
Treasury, though probably through an extension of life rather 
than an actual reduction in coupon rate. Such a change would 
clearly make the existing issues look comparatively cheap, 
and a subscriber shortly before the tap was withdrawn 
might therefore hope not only to see a market estab- 
lished in the security at a comparatively’ early 
date, but also a rise in the price to a small premium. From 
less than £20 millions in the first half of June, therefore, sub- 
scriptions suddenly shot up to well over £30 millions in the 
latter half of the month and, in the four weeks to July 12, 
totalled £117 millions. Including small savings of the order of 
£10 millionsa week, therefore, subscriptions to the new Govern- 
ment issues in recent weeks have sufficed to cover by far the 
greater part of the current deficit. In consequence, the 
Treasury has found it necessary to have recourse to fresh 
borrowing against floating debt only on a very limited scale, 
and in the week to July 26, when for the first time in several 
months there were no maturing deposit receipts, the issue 
of Treasury deposits was suspended entirely. At the same 
time the tender Treasury bill offer was cut down to £70 mil- 
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lions, of £8 millions less than maturities, so that the latter 
part of the month would see an actual decline in effective 
floating debt. 


WEEK after week the note circulation continues its steady 
advance to fresh record levels. In comparison with last year, 
certainly, the expansion has actually been less 
rapid, the level of £652.7 millions on July 23 


a representing an increase of only £55.2 millions 
inition from the January low, as compared with £848 


millions in the corresponding period last year. 
Whereas at the beginning of January the circu- 
lation showed an increase on the year of as much as £68.4 
millions, therefore, the expansion over the twelve months has 
now been reduced to £45.1 millions. Such comparisons have 
little significance, however, since a year ago extremely heavy 
withdrawals took place after the collapse of France for fears 
of an invasion of this country, whereas in recent months the 
movement has been simply an automatic reflection of the 
expansion in the national income and wages bill. Unlike last 
year’s upward movement, therefore, it must be regarded 
definitely as an inflationary symptom. 


ANALYSIS OF BANK RETURNS 


(£ millions) 
Note Total Bankers’ Public 
Circulation Reserve Securities Deposits Deposits 
ED | xceceisivadstoowesss 639.0 42.9 163.1 112.5 25.3 
oe eer orree 643.4 38.5 209.2 164.4 12.3 
MEE? AM | (nisuhadeusn pacerene 648.0 33.9 178.7 131.8 10.5 
NN OE  aeexeckaagseicsscans 650.9 31.1 174.0 108.1 28.9 
July 23 652.7 29.3 176.4 124.3 14,1 


The rise in the circulation, as will be seen from the table, has 
now reduced the Reserve, replenished by the increase of £50 
millions in the fiduciary issue as recently as the end of April, to 
only £29.3 millions. By all indications, however, the holiday 
peak should be negotiated with the Reserve still at a comfort- 
able level of around £20,000,000, so that the question of any 
further increase in the fiduciary issue need not arise until the 
final months of the year. The chief influence on the credit 
position, as is apparent from the table, has been the Treasury’s 
large Ways and Means borrowing to replace Treasury bills over 
the turn of the half-year, which raised bankers’ deposits to the 
exceptionally high level of £1644 millions. As might be 
expected, in view of this expansion in the credit base, money 
market conditions have been extremely comfortable, with 
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ample supplies of credit and a keen clearing bank demand for 
bills. The sharp rise in public deposits shown by the July 16 
return was no doubt due to the combined results of unexpect- 
edly good savings figures and the inflow of premiums under the 
compulsory War Damage scheme, amounting to £7,720,000 in 
the first twelve days of the month. 


CONSOLIDATION in the discount market has been carried a stage 
further this month with the announcement that Cater, Bright- 
wen and Co., Ltd., are to absorb Roger Cunliffe, 
Sons and Co. Cater, Brightwen, of course, was 


root already by far the largest of the private market 
Consolidation houses, and as a result of this amalgamation will 


still more nearly approach the stature of the 
three houses which are public companies. On 
the other hand, Roger Cunliffe, Sons and Co. have preserved 
their identity unchanged for a longer period than any other of 
the surviving firms of the market, having been established in 
1819 and converted into an unlimited company on the outbreak 
of war. This absorption of the oldest by the largest of the 
private market firms has a wider interest in that it may mark 
the first of a fresh series of amalgamations. In view of the 
greater inherent risks of bond dealing as compared with bill 
dealing, it is understood that the authorities now consider that 
any discount market unit should possess capital and reserves 
for a minimum of £1,000,000. The proposition is by no means 
self-evident, since what matters is clearly not the absolute size 
of the firm’s resources but the ratio which these bear to its 
bond portfolio. In itself, amalgamation can bring no advan- 
tages other than comparatively small economies in expenses, 
and ultimately, no doubt, in managerial personnel. The essen- 
tial thing, in other words, is that bond operations should be con- 
ducted with a prudent regard for safety margins. Nevertheless, 
the authorities seem to have pinned their faith to a capitalisa- 
tion in seven figures, and for this reason it seems probable that 
by the end of the year the number of units in the market will 
have been still further reduced from its present level of thir- 
teen (against twenty-two ten years ago) to perhaps no more 
than seven or eight. In some cases it may even be necessary 
for three firms to join forces, since it may be noted that even 
Cater, Brightwen and Co., the fourth unit in the market, has 
a present share capital of only £630,000, together with published 
reserves of £200,000. Unlike most of the other private firms, 












—_—_ wer eS 


A BANKER’S DIARY 77 





Roger Cunliffe do not publish the amount of their capital and 
reserves, but it is taken for granted that the amalgamation will 
raise the capital and reserves of the expanded Cater, Bright- 
wen company appreciably above the £1,000,000 mark. 


Tue City of London Sanatorium Association, of which Sir 
John Caulcutt is chairman, has just published its annual report. 

The object of the Association is to give relief in 
The City of the cost of sanatorium treatment in cases of 
London Sana-tuberculosis. Though the Association’s income 
torium Asso is not a large one, it would at present be able 
ciation to help more cases, and bank officials are asked 

to help in making the existence of the 
Association and its objects more widely known. 


Bankers as Civil Servants 


machinery in many different ways, but in all cases 

profoundly. For the Stock Exchange, as is shown in a 
later article, it has meant a severe contraction in turnover, and 
this in turn has set in train a number of reforms, affecting such 
matters as the status of the profession, the scale of charges and 
the machinery of settlement, which may have very great signifi- 
cance after the war. For the private banks, as another writer 
shows, changed methods of finance due to such developments 
as the direct Government finance of industry, bulk purchase of 
commodities, and now Lease-Lend and the activities of the U.K. 
Commercial Corporation, have meant a curtailment of their 
activities amounting to temporary eclipse. The experience of 
the clearing banks has been very different. In their case the 
war has brought, in addition to a host of practical problems, not 
only an enormous expansion in deposits but also a fundamental 
change in the principles on which banking business is con- 
ducted. For the time being, commercial banking as it is 
normally understood has ceased to exist and in all important 
matters the banks must now be regarded largely as the agents 
of the Treasury. Banking has joined the civil service. 


T" war has affected the various sections of our financial 
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Probably it is in the handling of foreign exchange business 
that this change of status is most clearly epitomised. On the 
outbreak of war, as everybody knows, dealings in foreign 
exchange were centralised at the Bank of England, itself acting 
on behalf of the Treasury. Though the banks continue to buy 
and sell foreign exchange for their customers apparently much 
as before, therefore, they now do so only in the capacity of 
authorised dealers, that is to say, as agents for the Treasury. The 
agency status is made quite explicit in the regulations and in 
the fact that the banks are remunerated for their services by a 
fixed commission on turnover, instead of by a fluctuating 
margin between buying and selling rates. This commission 
constitutes the payment for a vast mass of clerical routine very 
different from the dealing ability and highly specialised know- 
ledge of the market which formerly determined the profit- 
ability of foreign exchange operations. It is not simply 
that the banks have to fill in or handle innumerable forms 
in connection with each sale and purchase of actual 
foreign exchange. The whole basis of the control rests upon 
the segregation of sterling accounts into resident and non- 
resident, a work of classification that the banks themselves 
have carried through with the minimum of official guidance. 

With the development of the exchange regulations, non- 
resident accounts have been split up into a great number of 
categories—registered, special, blocked, and so on—each 
governed by a set of complicated rules. And operations on all 
these classes of account have to be supervised. Hence the 
regulations affect even matters apparently of pure domestic 
routine, such as the payment and collection of cheques. The 
paying banker can no longer honour a resident customer’s 
cheques when it is evident that the payee is a non-resident 
without evidence that the payment has been approved by the 
exchange control authority. Similarly, the banker collecting 
cheques for the credit of a non-resident customer must ensure 
that the credit is permissible. In addition to instituting the 
actual machinery of exchange control, therefore, the banks 
have been responsible for seeing that the regulations are pro- 
perly applied. To a very great extent the effectiveness 
of the whole control depends upon the knowledge and integrity 
with which the regulations are enforced by bank officials up 
and down the country. 


All this, however, involves a fundamental change in the 
relationship between customer and banker, as has previously 
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been pointed out in our pages.* In normal times, that relation- 
ship is essentially one of debtor and creditor, with an under- 
taking by the banker to receive cash and other effects for the 
customer and hold the proceeds at his disposal on demand, and 
an, added obligation to observe secrecy. Under present condi- 
tions, the banker becomes first and foremost the watchdog of 
the Treasury. The overriding duty to the State must take com- 
plete precedence over any normal obligations to the customer, 
wherever these come into conflict. If there is reason to 
suspect an infringement of the defence regulations or an 
offence against the Trading with the Enemy Act, even the 
normal canon of secrecy no longer holds. 


In their capacity as lenders, too, the banks have become 
almost as much agents for the Treasury as in the administra- 
tion of the exchange regulations. Though the Capital Issues 
Control had the effect of freezing for the duration many pre- 
war advances made in the expectation of repayment out of a 
capital issue, bank lending was almost removed from formal 
control by the fixing of a minimum limit of £10,000 for issues 
of capital requiring Treasury sanction and by the specific 
exemption of securities issued to secure an ordinary bank 
advance. Notwithstanding this freedom from direct control, 
however, bank lending since the beginning of the war has been 
completely governed by the wishes of the authorities. On the 
one hand, the request that loans should not be granted to sup- 
port unnecessary production or consumption has meant a 
virtual suspension of fresh lending for personal and financial 
purposes, such as the acquisition of Stock Exchange securities. 
In former times, the lending banker was concerned only to 
safeguard his depositors by ensuring that the loan was secured 
by sound marketable security with an adequate margin, or 
would be used for a purpose which would make it self- 
liquidating, the margin being provided by the general assets 
and credit standing of the borrewer. In wartime, the customer 
would no longer be granted an advance for an inessential pur- 
pose, however sound his credit or however good the collateral 
security he could offer. 

On the other hand, the banks were exhorted to lend with 
the utmost freedom for essential purposes, even if by normal 
banking criteria this should mean the encouragement of gross 








*“See “Banker Customer and the Exchange Regulations,” Tue 
BANKER, February, 1940. 
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over-trading. Since it is precisely the concerns engaged on 
essential work which were most rapidly expanding, and there- 
fore most in need of additional circulating capital, advances 
to Government contractors and sub-contractors have in fact in 
many cases been extended out of all normal proportion to their 
capital and reserves. Even under war conditions the concept 
of credit-worthiness could not be dispensed with entirely, for 
in the early days particularly the possession of a Government 
contract was no guarantee that the recipient would be able to 
produce the whole of the goods he had undertaken to deliver 
or that the goods he did produce would satisfy the Govern- 
ment’s specifications and standards. For this reason it is un- 
deniable that for a short time essential production in some 
directions may have been temporarily hampered by lack of 
finance. After a short time, however, a system was instituted 
for co-operation between the Ministries and the banks in the 
exchange of information, which is claimed to have removed 
most if not all of these difficulties. 


If the banks are conceived simply as the agents of the 
Government in the distribution of credit, however, the wider 
principles which traditionally govern the conduct of banking 


become an anachronism. According to the textbooks, the banks 
will seek to expand their assets by roughly tenfold the amount 
of any addition to their reserves, so that the central authority, 
within narrow limits, can control the volume of deposits by 
regulating the supply of bank cash. Once it is established, 
however, that any credit needed for essential purposes will be 
created, and for inessential purposes refused, there is no longer 
any question of this pyramiding process and the size of the 
credit basis becornes a matter of comparative indifference. On 
this principle, it would be no more inflationary for any finance 
needed through the banking system to be secured by Ways 
and Means borrowing at the Bank of England than by the sale 
to the banks of long-term securities. In the former case, the 
expansion in bank cash would not lead to any secondary ex- 
pansion in deposits; in the latter case the close co-operation 
with the authorities would obviate any fears for their liquidity 
on the part of the banks. Actually, as we all know, the peace- 
time conventions have been very largely observed, the authori- 
ties at each stage providing just sufficient cash to support the 
existing deposit structure with a normal cash ratio. Surplus 
cash has been drawn off by the new system of Treasury de- 
posit borrowing. This involves close and regular personal 
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contact between the clearing banks and the central institution. 
It also establishes direct financial contact by the provisions 
for the encashment of deposits before maturity under certain 
conditions, a process which represents a far cry from the con- 
ventional ban on rediscounting that has provided the discount 
market with its chief raison d’étre for some years past. For 
the discount market, therefore, the new system may have im- 
portant implications in the long run; for the banks themselves 
it is equivalent to nothing more than the creation of six-months 
instead of three-months Treasury bills. 


While the Treasury deposit system has facilitated the main- 
tenance of normal cash ratios, its flexibility has permitted a 
substantial increase in holdings of longer-term Government 
securities. To a large extent, the additional securities have 
served to offset the decline in advances. For the rest, they 
must be regarded as a substitute for Treasury deposits. Under 
both heads, it is clear, the motive for the expansion is to main- 
tain earnings: to offset the loss of advances income and to 
secure a somewhat more remunerative structure of assets than 
if the whole of the expansion in deposits took place against 
cash or lew-yielding Treasury deposits. In theory, it is in rela- 
tion to earnings that the present anomalous position of the 
banks as nominally profit-making institutions and in reality the 
servants of the State might be expected to give rise to prob- 
lems. Normally, the banks depend for their earnings on ren- 
dering maximum service to their customers in competition 
with each other; in administering the exchange regulations, on 
the contrary, it is often their duty to refuse a customer’s re- 
quests. By refusing magnificently secured loans, if these are 
for inessential purposes, the banks are voluntarily sacrificing 
the cream of their business from the earnings point of view. 
In granting boundless accommodation for essential purposes 
they have no guarantee that the Government would make good 
any losses, which would be the logical corollary of the request 
to make such advances. 


Fortunately, such problems have little significance in prac- 
tice. Banking is not the only industry organised on the basis 
of private enterprise which is being forced by the distortion of 
the price system and the abrogation of the profit motive to 
conduct its wartime operations on Looking Glass principles. 
The elimination of competition itself serves to remove any 
sharp conflict between loyalty to the state and loyalty to share- 
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holders and depositors. When the banks have reached their 
E.P.T. standards of pre-war earnings no conflict can any longer 
exist. It is when E.P.T. is repealed after the war that problems 
may arise 


Eclipse of the Merchant Banker 
By Paul Bareau 


N common with most other sections of the merchanting com- 
i munity, the merchant banks have suffered something 
approaching complete eclipse in this war. As an institu- 
tion, the merchant bank symbolised that world of free markets, 
thriving international trade, unhindered capital movements, 
and supremacy of sterling as the international currency, all of 
which we have perforce put into cold storage for at least the 
duration of the war. But to understand the difficulties that 
confront the merchant banks in this country and to assess 
their chance of survival in substantially the form to which 
they have gradually evolved, we have to go back rather beyond 
the outbreak of this war. The war, and in particular the 
control of exchanges which it brought about, and the concen- 
tration of our foreign trade into the hands of Ministries and 
Government-owned organisations, admittedly brought those 
difficulties to a head. But the crisis had been gradually work- 
ing up for many years before. It would have broken in 1931 
but for the Standstill agreements which allowed these banks 
and other institutions involved to spread over a number of 
years the losses which were incurred as a result of default on 
the substantial credits granted to Central Europe. The year 
1931 revealed to the full the abuse of the acceptance credit 
which had been perpetrated in the years following 1918. For 
the genuine documentary acceptance credit had been substi- 
tuted the open credit line granted not to the firm which would 
use the facilities in question, but to a foreign bank, whose 
function it would be to distribute to its own customers the 
sterling credit thus made available. London thus lost control of 
the distribution of that credit, and far too often the facilities in 
question were not utilised to finance self-liquidating transac- 
tions, but provided long-term capital. 
The typical functions of the London merchant banker cannot 
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easily be defined. The essence of their success was their 
adaptability allied to solid financial backing; and their initia- 
tive and flair for profitable activity led them into operations 
that defy routine classification. But the mainstay of their 
activities was the grant of acceptance credits, the maintenance 
of deposits opened by customers in whose favour such credits 
were operated, the making of capital issues, mainly for overseas 
customers, the servicing of these loans, the handling of foreign 
exchange operations—many of them arising from their foreign 
credit business—and finally the arbitrage in foreign exchange, 
bullion, securities, and money rates (through forward exchange 
swap transactions) for which their overseas connections and 
their normal foreign exchange business gave them such admir- 
able opportunities. This is a list of activities which admittedly 
looks strangely outmoded in the world of to-day. It is no 
wonder that for the present these institutions should be con- 
cerned with holding on to their business and not with 
extending it. 

In the light of this list of typical activities of a merchant 
bank, it will be immediately apparent how great a turning 
point in their history was provided by the events of the year 
1931. It was not merely the default of Germany and Central 
European states on their short-term debts to London banks that 
affected the latter so severely, but also the long succession of 
defaults on long-term foreign loans and the departure of 
sterling from gold, which struck a hard blow at the London 
acceptance credit and ultimately led to the official ban on 
foreign lending. Though 1931 was a momentous year for the 
merchant banks, they did not immediately run into the be- 
calmed conditions in which they now find themselves. The 
shock of defaults on acceptance credits was met by the Stand- 
still agreements and the loyal co-operation of the clearing 
banks and the discount market, which continued to take the 
bills in question. The sterling bloc provided an immense area 
of exchange stability, within which trade and the normal 
methods of international finance could still function. More- 
over, the era of stampeding short-term capital and fluctuating 
exchanges which followed the break-up of the international 
gold standard brought the foreign exchange market a period 
of abnormal activity, from which the merchant banks bene- 
fited considerably. Associated with these flights of capital 
were inordinate international gold movements which, in their 
turn, provided the basis for highly profitable arbitrage opera- 





84 THE BANKER 


tions. Many merchant banks also turned from international 
acceptance business to the field of domestic credit, and en- 
deavoured to reawaken the domestic bill from the sleep into 
which it had fallen for many decades. In this they were 
partially successful, and though the domestic acceptance 
credits they granted were on the aggregate but a small fraction 
of the business lost through the diminution in international 
acceptances, certain houses which specialised in this business 
achieved satisfactory results. 

With the outbreak of the war, however, the merchant banks 
were brought face to face with harsher realities than those 
with which they had had to contend in 1931. In the first place, 
the remnants of the Standstill credits came finally home to 
roost. These banks still held some £23,000,000 of German 
assets subject to the Standstill agreement; and though much 
of this had been written off and more than two-thirds of the 
bills involved had been taken off the market by the acceptors, 
the task of taking up the remainder of such paper was one 
which faced some of these banks with a considerable test of 
liquidity. It was well surmounted, though in some cases with 
the help of the Bank of England, which undertook to make 
advances at the penal rate of 6 per cent. against such paper. 
Later, as Germany gradually overran the whole Continent of 
Europe, more acceptance credits became frozen, and the op- 
portunities for undertaking this type of business steadily con- 
tracted. The effect of this is well illustrated by the 
accompanying table, showing the decline in the deposits and 
acceptances of some representative merchant banks from the 


end of 1930 up to the close of 1939 and 1940: — 
End 1930 End 1939 End 1940 

Accept- Accept- Accept- 

Deposits ances Deposits ances Deposits ances 
Barings 17,557 5,508 16,101 1,646 14,972 
*Hambros 18,376 10,988 10,508 3,667 9,547 
Erlanger ; 4,043 4,123 2,174 2,475 1,427 
Japhets a 6,212 6,352 1,121 830 611 
Anglo International ... 4548 3,030 244 nil 203 
British Overseas Bank 4,549 3,927 350 543 365 


* Figures for March 31, 1931, 1940, and 1941. 

It is not merely the traditional field of international accept- 
ance business which has been so torn and trampled on by the 
war. Such domestic acceptance business as the banks had 
succeeded in building up during the pre-war years has in large 
part been lost. The disappearance of free commodity markets 
has been accompanied by an almost complete break with their 
traditional methods of finance. Where the Ministries of Supply 
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or of Food, and organizations such as the U.K. Commercial 
Corporation dominate commodity markets, it is the Treasury 
bill and not the commercial acceptance which becomes the 
token of finance. Though the merchant banks have in some 
directions maintained valuable financial connections with 
industrial firms now largely engaged on Government contracts, 
they are faced with far keener clearing bank competition than 
at any time previously. The declining trend in bank advances 
is a movement which the banks are opposing with all their 
force, since it is an encroachment on their most remunerative 
form of asset. Where firms use the acceptance credit and the 
facilities of the discount market they merely substitute them 
for bank loans. Now that acceptance commissions have risen, 
while the banks have tended to reduce their overdraft rates 
well below the traditional 5 per cent. minimum, the scope for 
successful competition of the bill credit as opposed to the bank 
advance has largely disappeared. 

The imposition of exchange control was another develop- 
ment which cut deeply into the earning powers of the merchant 
banks. They were by tradition the pioneers of foreign 
exchange business in this country. Together with the London 
branches of foreign banks they built up the market, and though 
the clearing banks had since 1920 encroached appreciably in 
this sphere of activity, it is probable that the merchant and 
foreign banks still handled the greater part of the foreign 
exchange turnover in the London market prior to the outbreak 
of the war. The war and its effects on foreign trade and on 
international movements of capital was, in any case, bound to 
diminish appreciably the sum total of available foreign 
exchange business. The merchant banks were, however, 
destined to lose more than their share of this diminished total. 
In the first place, the control of foreign exchanges involved the 
complete rigidity of rates of exchange. It put a discount on 
ability to deal well and a premium on large staffs able to fill in 
the innumerable forms that are scattered in the wake of any 
control scheme. The merchant banks suffered and the clearing 
banks gained from this change of emphasis in the desiderata 
required of an effective foreign exchange department. More- 
over, the authorities in devising the exchange control regula- 
tions computed a list of “authorised” dealers which 
included the clearing and Scottish banks (many of which were 
new to this business), but excluded the merchant banks. This 
did not debar the merchant banks from indulging in foreign 





86 THE BANKER 


exchange business, but at first it considerably handicapped 
them in competing for the dwindling volume of such business. 
Though the exclusion has since been considerably relaxed, and 
the merchant banks have been granted certain discretionary 
powers in vetting customers’ requests for exchange and com- 
plying with all the formalities attaching to the foreign exchange 
control, they have undoubtedly been put at a disadvantage in 
attracting their fair share of what remains of foreign exchange 
business. 

In any case, the prizes to be gained from this type of 
operation are now a poor shadow of what they were. This is 
also true of the operations in bullion with which certain mer- 
chant banking houses became closely connected and from which 
they derived considerable revenue. The gold market has 
completely disappeared. It endured for some months after the 
outbreak of the war by way of sales of gold held here on non- 
resident account. But when this stock in trade had been 
absorbed, either by sales to the Bank of England at the official 
price, or by exports of the metal, there remained nothing for 
the open market to do. The newly mined gold is sold direct 
to the Bank for Treasury account, and these operations com- 
pletely by-pass the former machinery of the bullion market. 
Though the silver market has not vanished as completely as 
that for gold, its turnover is, under the existing restrictions 
on the import and export of the metal, a negligible fraction of 
what it formerly was. 

Faced with losses through freezing of assets in enemy occu- 
pied countries and with a considerable contraction in earning 
power, the merchant banks must for the time being follow a 
policy of retrenchment and conservation of their resources. 
Some of these institutions maintain a modest domestic accept- 
ance business. Others have forged useful links with industrial 
enterprises and, either directly or through subsidiary undertak- 
ings, are providing more permanent capital for industrial enter- 
prises than it has hitherto been the custom of British banks to 
find. On these lines may lie a useful sphere of development. 
There is undoubtedly a gap in the structure of our capital 
market which handicaps the comparatively small industrial 
firm in satisfying its needs for more permanent capital than 
the deposit bank can safely provide. That gap could in part 
be filled by institutions like the merchant banks with their con- 
siderable resources, their well-established connection with the 
open capital market and the personal connections which many 
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of their partners or directors have with industrial concerns. 
Some of the merchant banks are assiduously pursuing their 
traditional réle of financing and encouraging overseas trade 
wherever such operations are still feasible. This means, in the 
main, the financing of exports to North and South America. 
But it is clear that the scope for such business must remain 
extremely limited while the war lasts. The mere maintenance 
of contacts by these banks with the export industries and by 
those industries with export markets is, however, well worth 
while, and should yield its real harvest not in the immediate 
future but after the end of the war. 

It is evident from the history of the past two years that 
the merchant banks are undergoing a gradual process of 
elimination. Some famous names have already disappeared. 
Other firms are in process of orderly liquidation. Fortunately, 
the active business and connections of the departing concerns 
are being acquired by kindred institutions in the City. The 
tradition of the merchant banks is being kept alive, whereas 
there would be little hope of its survival if any attempt were 
made to effect the necessary concentration among these banks 
by merging them in some impersonal joint-stock organisation. 
The past twenty years have shown beyond all doubt that the 
joint-stock form of enterprise .is unsuitable to this type of 
banking. It depends above all on personal contacts with over- 
seas clients and on a degree of initiative and capacity for imme- 
diate decision which are not easily found in joint-stock con- 
cerns. These banks have done excellent work in the past, and 
it seems unlikely that the virtues which brought them so much 
success must go for nought in the world which will emerge 
from the war. No doubt the character of their business will 
undergo considerable changes, but this prospect should hold 
no terrors for institutions which have always given proof of 
the greatest resilience and adaptability. It may well be that 
the wheel will turn full circle for some of these institutions 
and bring them back to the genuine merchanting activities 
from which they originated and on which they later grafted 
the business of finance. We must, therefore, look for some 
further contraction in their numbers over the coming years 
and mainly defensive tactics on their part in a war economy 
to which they can hardly attune themselves. But in the period 
of reconstruction we shall need the experience built up in the 
course of the long and powerful contribution they have given 
to the cause of international trade. 
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The Stock Exchange Looks Ahead 


By H. E. Wincott 
To review in full detail the impact of the war on the Lon- 





don Stock Exchange is impossible in a single article. 

The task, we may be sure, will be undertaken more 
than once when the historians come to record fully and in 
proper perspective the happenings of these years. For the 
present this article can perhaps best be described as an attempt 
to sort out the trends which are likely to be permanent from 
the changes which it is to be hoped will prove temporary. It 
will not concern itself with the multitude of regulations, the 
paraphernalia of form-filling, and the various steps to restrict 
speculation, all of which we may regard as necessary evils in 
war-time, but which may be expected to pass, albeit gradually, 
on the return of peace. Nor will it concern itself with the 
movements in prices which the influences of war have caused. 
It will certainly not attempt to forecast what the trend of 
security values is likely to be, either in the remaining life of 
the war or in the ensuing years of peace. What it will attempt 
is an examination of certain changes which the war has caused 
or which have coincided with the war, and which appear likely 
to outlast the war and become permanent aspects of Stock 
Exchange life. Some of the changes, moreover, may well 
affect other related branches of City life which are not, strictly 
speaking, “ of the Stock Exchange.” 

The Stock Exchange has been little touched by direct Gov- 
ernment action. Seeing that it is concerned almost exclusively 
with “old money,” that its gilt-edged sections provide concrete 
evidence of the steady improvement in the Government’s 
credit-standing and that its system of values furnishes the basis 
for a host of financial and commercial transactions in the out- 
side world every day, that is as it should be. By one means or 
other, however, the Government has set itself up as arbiter of 
investment fashions, and its indirect influence on the Stock 
Exchange has been great. It has “ taken the profit out of war” 
—and the classic attraction out of most ordinary shares. It 
has requisitioned many popular foreign currency stocks and 
thus greatly reduced the work of an important section of the 
market. At the same time, and largely because of these factors, 
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it has forced prices of fixed interest securities higher and 
higher. It has decided, since March, 1940, to make no use of 
the market machinery for issuing its war loans, but has adopted, 
and shows no sign of going back on, the continuous or “tap” 
method of issue, whereby millions of money which formerly 
passed through the market now never enter it. And in all 
this the Stock Exchange has co-operated to the best of its ability 
—by fixing minimum prices for gilt-edged, by urging support 
for war loans, and, in a negative way, by “ soft-pedalling ” all 
its activities which might in any way compete with the national 
effort. 

The process has left its mark on the “ House” and allied 
organizations, but it may be doubted whether all members 
realize the full significance of recent developments. If, for 
example, the Stock Exchange and the new capital market were 
told that the National Investment Board, beloved of the 
Fabians, had arrived and, unheralded and unsung, is now 
firmly established they would be not a little shocked. Yet a 
National Investment Board, or something suspiciously like it, 
has been established by the combined efforts of the Capital 
Issues Control, the Treasury, and the various Ministries. In 1936, 
when the rearmament programme was just getting under way, 
new issues amounted to £217 millions, excluding Government 
borrowings for purely financial purposes, conversion opera- 
tions, etc. (Midland Bank compilation.) In 1940, the total 
had shrunk to £4 millions, while in the first half of 1941 the 
figure was £1.3 millions. With a free capital market there 
can be little doubt that borrowings by individual concerns in 
the early “blue print” months of the war would have been 
very substantial, and that the market would have been very 
active. As it is, finance for essential industry is increasingly 
provided direct by the Departments concerned, the Capital 
Issues Control maintains a Cerberian guard against any attempt 
to raise money for non-essential purposes, and the Treasury 
completely ignores the market machinery in its borrowings. 
Indeed, the process goes deeper. Do municipal borrowers wish 
to convert existing loans to a lower interest basis? Is Australia, 
also, desirous of launching a “ blanket ” conversion operation? 
Then the Treasury usurps the mantle of underwriter and the 
borrower is thus able to convert on terms which it could 
possibly never have secured had it operated independently, or 
relied upon the peace-time machinery. 

It may be doubted whether this composite National Invest- 
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ment Board will be projected into the peace-time years, at 
least in its existing form. Its operations, as we have seen, have 
not been without benefit to some borrowers. But there is 
another side to the medal. To lump together twenty borrowers 
in one conversion operation, or to raise new capital through a 
central source for a multitude of interests is to attempt to 
reduce the credit-worthiness of all to a common denominator, 
which is obviously undesirable in normal times. The local 
authority which over decades has built up a reputation for 
sound finance and can squeeze that extra 4 per cent. from the 
market finds that it is treated in exactly the same way as the 
spendthrift authority whose issues in normal times are the bane 
of all underwriters. And it may be doubted whether the Civil 
Servant is the ideal person to decide whether capital shall or 
shall not be made available to finance a process of which he 
knows little and cares less. At the same time, it does seem 
reasonable to anticipate that some part of the present machin- 
ery will be continued in the post-war years, particularly in the 
early post-war era when we may expect a rush of borrowing 
from those industries which have been starved of capital since 
1939. There would be nothing completely novel in that, of 
course, for the market in certain fixed interest securities had 
been subject to a substantial degree of control for many years 
before the war, while the Stock Exchange Committee has done 
much since 1928-29 to ensure that the public should be safe- 
guarded from “ dirt-track” issues. But it will be interesting 
to see whether the present control is used as part of the general 
post-war machinery for directing reconstruction and restock- 
ing. Will the authorities, for instance, provide or facilitate 
finance for the building trades and prohibit producers of luxury 
or non-essential products from approaching lenders until prior 
claims have been satisfied? This article is not concerned with 
the future of interest rates. But will the existing controls take 
steps to ensure that the experience of borrowers in 1919 and 
1920 is not repeated after this war? In the new capital market, 
it seems a fair assumption, the war has set in train influences 
which will outlast it, perhaps in a modified form, for some time 
to come. 

To turn to matters more immediately affecting the Stock 
Exchange. The war, we have remarked, has left its 
mark on the “House.” The following table gives de- 
tails of Stock Exchange membership, etc., in the years 
ended March, 1939 (the last complete pre-war year) 
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and March, 1941. Even 1938-39, it should be noted, 
was hardly a boom year, while even 1940-41 failed to reflect the 
full effects of the nation’s man-power drive. 


1938-39. 1940-41, 

MeATOMCO ISOS TOCOIVOE oni oiscccsssccscesssesecess Pa 3 ee £11,744 

ID oii oh dccccicsehaamassaalduesadaunanauscomahe Pi re £264,815 

No. of members elected and readmitted...... See. sacaas 3,715 
No. of members and clerks having entry to 

WE, acaecdcstpcecccnccadscnssncncscdesaapeeuccers 6,048 ....... 5,502 


The much sharper decline in entrance fees and income com- 
pared with that in the number of members and clerks is a 
reminder that the latter is but an imperfect guide to the fall in 
the “ House” population. For receipts have fallen sharply as a 
result of the concessions granted to the 1,156 members and 1,041 
clerks who at March 25 last had joined the fighting forces. 
Allowing for the fact that these serving members and clerks 
still figure on the membership registers, it is clear that the 
active population of the Stock Exchange has been approxi- 
mately halved in the last two years. 

Some decline in membership was, of course, inevitable, quite 
apart from the call of the Services. For the volume of business 
has fallen away sharply and important blocks of securities are 
no longer dealt in. There is no completely accurate index of 
the volume of Stock Exchange business, since the marking of 
bargains is not compulsory, and there is a natural tendency 
to punctiliousness in the marking of bargains when business is 
slack. Nevertheless, in default of a better index, the “ Finan- 
cial News” each day totals the number of bargains marked, and 
the figures may be taken as a fair indication of the volume of 
business passing. If we take the autumn of 1936 as represent- 
ing the last really active period for the Stock Exchange, we find 
that bargains marked then averaged some 12,500 a day, running 
at one period at over 15,000. In the twilight months of the 
summer of 1939, the daily figure fell to around 5,000. The out- 
break of war brought a further contraction—to a little over 
1,000 at one period in September, 1939—since when the figures 
have fluctuated between 6.750 and 2,000: the “normal” war- 
time turnover may be put at 2,500-3,000. If the active member- 
ship of the “ House ” has fallen by 50 per cent. over the last two 
years, the volume of business appears to have declined by 80 per 
cent. It is hardly surprising, therefore, that at least one firm 
of stockbrokers whose name was a household word in the City 
should have ceased business, and that many others should have 
joined forces and amalgamated. It is also hardly surprising 
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that the value of a Stock Exchange nomination and of the shares 
of the Stock Exchange—the latter received no dividend in 1940- 
41 for the first time for seventy-three years—should have 
slumped. These nominations and Stock Exchange share quota- 
tions are probably the most sensitive indices to Stock Exchange 
activity which exist. The following table tells its own story: 


Shares 
Nominations (£36 paid) 

High Low High Low 
er 300 ve ee 214 Pe 135 
1933 _...... 900 ee 250 ecaasute 247 ma 210 
1934 ...... 925 ae ees 286 aia 243 
eer 900 ee re 294 er 255 
., ae 1806 mn . Sarre 308 ae 269 
rrr 1950 aa Pee 297 oP 242 
ew 850 aaa . ore 258 awe 186 
oer 750 the ae 190 ea 92 
ee 270 ae ar 102 ~— 55 

Present Price 280 95 


This slump in business has had repercussions of far-reach- 
ing and long-term importance. Brokers have reduced over- 
heads substantially, but it is obviously impossible to reduce 
them proportionately to a decline in turnover of the order 
which has been experienced—and war itself has caused a not 
unimportant rise in expenses. There were two alternatives: 
first, to increase the charges made to the investing public; 
second, to rationalize the profession. The first would have 
been obviously injudicious at a time when the public is probably 
less Stock Exchange-minded than ever before, quite apart from 
the fact that the case for reducing the cost of investment is, in 
any case, a very strong one. So the second course has been 
adopted, and a succession of events set in train which one 
can say quite definitely will continue after the war. The Stock 
Exchange authorities have been criticised for using a time when 
many members are absent to press reforms which are in many 
way controversial. The charge is not a fair one, for the reforms 
recently instituted are the result of investigations and enquiries 
going back over many years. The slump in business which the 
war caused has brought an acceleration of the process—that is 
all. 

The rationalization of the “House” has been effected 
in two ways. The first has been the purely automatic 
telescoping of firms, already noted, under the pressure 
of economic circumstances. The second is the fruit 
of conscious planning by the Stock Exchange Committee. 
The reforms recently adopted by stockbrokers through- 
out the country have been aimed at elevating the status 
of the profession. Hitherto, grist has come to the Stock Ex- 
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change mill from many channels, and all of those channels have 
required greasing. Now a system of registers and registration 
fees has been established and the rule is “no registration, no 
commission sharing.” There are five registers, the first the 
register of banks, the next three domestic registers for Stock 
Exchange personnel proper, and the last the general register. 
The only person to receive the once almost universal 50 per 
cent. of commission is now the country broker. Banks and 
certain of the Stock Exchange personnel come next with 334 
per cent. The rest receive 25 per cent. To secure these re- 
bates, moreover, not only is it necessary to pay the registration 
fee, but the recipients must be approved parties who are able 
to render service of value to the Stock Exchange. The day of 
the West End commission tout is ended. 

At the same time, the London Committee has been forced to 
take action to restrict the competition of certain country jobbers 
who, jobbing on London’s back, have skimmed the cream off 
the market and thereby threatened to reduce the efficiency 
of the fountain-head on which all Stock Exchange business 
depends. This is a more controversial matter than the register- 
ing of agents and scaling down of commissions. The reform 
was not adopted without much heart-searching in the Pro- 
vinces, and one result must be to place the London market 
under the spotlight of public enquiry. For the protagonists of 
the country jobbing system were undeniably efficient, and to 
curb its activities without providing dealing facilities of equal 
or greater efficiency in London would be to invite trouble in 
the future. To an important degree the normal revival in 
business with peace may be expected to bring automatically 
substantial improvement and a lessening of complaints—it is 
axiomatic that the closest prices are made when turnover is at 
its highest, while investors are less likely to complain of 
expenses when markets are active. But it seems certain that 
the Stock Exchange authorities will not rely entirely upon 
recovery in the volume of business to right the wrongs which 
still exist. 

Post-war reforms, in the opinion of the writer, are possible 
in two directions. First, the Stock Exchange authorities are 
likely to continue with their policy of improving the status of 
the stockbroker. It would be surprising if in twenty years’ time 
it were still possible for anybody with the price of the necessary 
entrance fee, nomination, and shares to become a stockbroker 
and rank automatically as a fully qualified investment adviser. 
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Some form of examination for new entrants, together with a 
system of apprenticeship during which actual experience of 
dealing would be gained, seems probable. And it is difficult 
to dispute the fact that the reform would be a most valuable 
one. Admittedly, no amount of book learning will make a 
successful dealer; that is very largely a matter of flair. But 
the new broker could hardly be worse off for some knowledge 
of accountancy, company law and economics. Having made 
his fortune with the assistance of qualified accountants, and 
having made his dispositions with the assistance of a qualified 
solicitor, the investor is surely entitled to some assurance that 
the person who advises him on the investing of that fortune 
shall have had some training for the task. 

The second direction which Stock Exchange reform may 
take concerns what is known as Central Settlement of Bargains. 
The Stock Exchange, it may be recalled, made plans at one 
time to evacuate to Denham if the Luftwaffe made such a 
move necessary. The scheme (which has now fallen through) 
would have provided the opportunity for the introduction of 
a central department in which would have been settled all 
bargains. A broker would, so to speak, push details of his 
bought bargain in at one end of the machine. The department 
would undertake all the functions now performed in individual 
brokers’ offices, collect the clients’ cheque, and, in due course, 
complete the transaction. It has been said that, had Denham 
come into being, fifty clerks would have done the work which 
is at present done by thousands. It has been claimed that, with 
the aid of increased mechanization which a central settlement 
department would justify, staff and office rent—the two prin- 
cipal items of expense in a broker’s overheads—would be re- 
duced by upwards of 70 per cent. 

These, it must be pointed out, are at the moment only 
claims. They are disputed by brokers who are both intelligent 
and far from hide-bound. There is bound to be an inmense 
amount of resistance to any such development, for not only 
is the Stock Exchange essentially conservative, but any move- 
ment which threatens to displace thousands of workers cannot 
expect universal popularity. The fact remains, however, that 
at the moment the purchaser of a low-priced rubber share, for 
example, must see that share appreciate by approximately 
16 per cent. before he can sell without loss; that a purchase of 
100 shares at 31s., and their subsequent sale at 32s. 13d. results 
in a capital profit to the purchaser of exactly 3s. 3d. It is true 
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that active markets will improve the position, but clearly the 
Stock Exchange cannot afford to miss any opportunity for 
popularizing investment. That is why it is safe to predict that 
we have not heard the last of Central Settlement. Not so long 
ago, to suggest in print that a stockbroker would be a better 
stockbroker for being qualified, or to discuss a plan for the cen- 
tral settlement of bargains, would have been to invite comment 
ranging from the abusive to the sarcastic. To-day, brokers 
themselves are freely discussing the pros and cons of reforms 
such as those outlined above. The war has indeed caused the 
Stock Exchange to look forward. The opinion may be voiced 
that it is doing so in more constructive fashion than many of 
its critics. 


Foreign Bank Branches During the 
War 
By Paul Einzig 


AR conditions have affected the majority of London 
V) V) agencies and affiliates of foreign banks to a perhaps 
even higher degree than they did other sections of 
the banking community. After all, the parent institutes of 
most of these agencies or affiliates have for the moment come 
under enemy control. They are no longer in contact with their 
head offices, and are, so to say, hanging in the air. In the cir- 
cumstances, the volume of their activities was bound to decline 
to a fraction of its pre-war figure. It is indeed remarkable 
that they have been able to maintain any appreciable amount 
of business. 

American bank agencies provide a noteworthy exception to 
this rule. The volume of business with the United States has 
been well maintained, even though during the last few months 
a rising proportion of British imports from that country have 
been financed under the Lease and Lend Act, without recourse 
to banking credit facilities. Notwithstanding this, it is true to 
say that American banks in London are still by far the most 
active among foreign agencies. Indeed, they are even more 
active than most British banking firms specialising in foreign 
business. Their turnover is bound to decline, however, as and 
when foreign trade between Great Britain and the United 
States approaches still more nearly to the position of being a 
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virtual Government monopoly. American banks in London 
no longer finance much non-American foreign trade. For one 
thing, there is very little of such trade left, apart from British 
trade with Latin America, which is mostly financed by British 
banks. Their activities as the chief dealers in dollars and gold 
arbitrageurs have also come to an end, so that even they, 
favourably placed as they are in comparison with other foreign 
banks, are far from happy. 

Among other London offices of neutral banks, the Anglo- 
Portuguese Colonial and Overseas Bank is favourably placed 
in regard to business with Portugal and her colonies. The 
volume of this business has been affected, however, by the ship- 
ping position and foreign exchange control, and it is not what 
it used to be during the earlier part of the war. The Swiss 
Bank Corporation has a certain amount of overseas busi- 
ness through its connection with the American affiliate of the 
bank, but business in relation with Switzerland itself is, of 
course, at a low ebb. All Japanese banks, with the exception 
of the Yokohama Specie Bank, closed down their London offices 
some time ago. As a result, the Yokohama Specie Bank has 
maintained a relatively fair proportion of its turnover, in spite 
of the decline in this country’s trade with Japan. 

During the last war the liquidation of German banks in 
London was a gigantic undertaking, and was not completed 
until long after the end of the war. On this occasion there 
were no German branches to liquidate, and London offices of 
the two Italian banks—Banca Commerciale Italiana and Credito 
Italiano—were liquidated within a few months after the out- 
break of the war -vith Italy. 

Turning to Allied countries, there are a number of French 
branches whose activities have declined to a negligible fraction 
of their pre-war volume. They carry on a certain amount of 
business with the Free French Colonies, and also some Ameri- 
can and other overseas business. They also hold the accounts 
of many French refugees and members of the Free French 
forces. Most of the wealthier French refugees have gone, how- 
ever, to the United States. Owing to the suddenness of the 
German invasion of the Low Countries, the number of Dutch 
and Belgian refugees has been comparatively small. In 1914 
a large number of Belgians managed to escape to this country, 
and their business kept the Banque Belge pour ]’Etranger fairly 
active. This time Belgian refugee accounts amount to very 
little. Nevertheless, the Banque Belge is relatively active, 
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thanks to its connections with its branch in New York and its 
affiliates in Egypt and China. As a result of pre-invasion 
arrangements, these affiliates came under the control of those 
of the bank’s directors who managed to escape from Belgium. 
The Banque du Congo Belge has a certain amount of business 
with the Belgian Congo, and the Banque Italo-Belge with Latin 
America. Blydenstein and Co. maintains a certain amount of 
activity, thanks to its business with the Dutch East Indies. 
Of the two Greek banks in London, the Ionian Bank is a British 
institution; the Commercial Bank of the Near East, which is 
an affiliate of the Commercial Bank of Greece, is, of course, 
necessarily inactive. 

Among Allied countries, Norway, Poland, and Belgium have 
re-established their Central Banks in London. They are kept 
busy by the finances of the Free Norwegian, Polish, and Bel- 
gian forces, and other operations of their respective Govern- 
ments. There is also the Bank of China, which transacts a cer- 
tain amount of official and unofficial business with China. 

Last but by no means least, the Moscow Narodny Bank 
remained in existence during a very lean period. It is to be 
hoped that as a result of the alliance between this country and 
Russia, Anglo-Russian trade will increase, in which case the 
bank will be able to do more business than it has been doing 
for some time past. 

The picture presented above is far from being rosy. All 
foreign branches or affiliates work with a much-reduced staff, 
and most of them are unable to keep even that reduced staff 
fully occupied. Owing to evacuation arrangements their over- 
head expenses are relatively high, in spite of the reduction of 
their staff, while their earnings are at a low ebb. Neverthe- 
less, the City will welcome the fact that they keep their respec- 
tive flags flying under these difficult conditions in the hope of 
better days after the war. 


Lloyd’s Insurance in War-Time 


By Douglas King-Page 
ROBABLY no industry is more profoundly affected by 
Pp war than Marine Insurance. Certainly none is better 
organised to meet the circumstances of a state of war. 
Indeed, in the earliest days war perils were probably the main 
risks insured against; and while they have now become separ- 
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ated from the purely marine perils covered by the traditional 
policy, that policy, unclaused, nevertheless covers, in successive 
order the perils of “the Seas, Men-of-War, Fire, Enemies, Pir- 
ates, Rovers, Thieves, Jettisons, Letters of Mart and Counter- 
mart, Surprisals, Takings at Sea, Arrests, Restraints, and De- 
tainments ... Barratry . . . and all other Perils.” The cata- 
logue is haphazard, no less than eight of the fourteen items are 
all war perils, even though some be obsolete and others super- 
abundant. 

September, 1939 found the Marine Insurance Market better 
prepared for war than ever before. Since 1935 war risk rates 
on cargo had been governed by a market “ Schedule” called 
into being by the Italo-Abyssinian affair, kept alive by the 
Sino-Japanese and Spanish Civil Wars, and further prolonged 
by the crisis of September, 1938. Machinery was in existence 
by which the reinsurance “ Pool”, backed by the Government 
in which all trade to and from the United Kingdom had been 
insured from the spring of 1939 onward, was replaced immedi- 
ately upon the outbreak of war by the War Risks Insurance 
Office. Through this office war risks on cargo bound to and 
from the United Kingdom were accepted by the Government 
direct, instead of as reinsurance. The hulls of British ships 
have always been insured against war risks in the “ Mutual 
Associations” created by shipowners for that purpose, and 
here again the Government became the chief insurer, taking 
80 per cent. of the risk through the machinery of the “Clubs,” 
as the Mutual Associations are called. 

To complete the picture of the organization of the market 
to meet war conditions it is necessary to go back to 1938, when 
there came into operation an agreement made on an interna- 
tional basis in the previous December, under which under- 
writers agreed to insure war risks on cargo only when in the 
overseas carrying ship. This agreement was made because the 
risk on shore and in craft, it was held, were so concentrated, and 
might involve such huge accumulated values, that even the 
vast resources of the marine insurance market might not be 
able to withstand the losses of the “ Shock Period ’ anticipated 
immediately on the opening of hostilities in any major war. 
As it happened, the losses of the Shock Period were not nearly 
so serious as had been expected. The “ Waterborne ” war risks 
agreement has nevertheless remained in being. While the 
Government covers, under its schemes, the risk from ware- 
house and ship, this is done separately from the seaborne risk 
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in order that the sanctity of the agreement may be preserved. 
In the open market, it is impossible to insure war risks on land 
or in transit prior to shipment in the overseas carrying vessel. 

In the early days of the war it was realised that the extra 
perils of a purely marine nature resulting from war-time con- 
ditions of navigation had greatly increased the risk under 
ordinary marine policies. Sailing in convoy, zig-zagging, ex- 
tinguished coastal lights, dimmed navigation lights, and the 
general circumstances of voyages in war areas caused many 
casualties which, while purely marine in nature, resulted from 
the conditions prevailing as a result of maritime warfare. For 
some time a movement to obtain some compensating increase 
in rates hung fire, but eventually the “ Surcharge ” system was 
introduced. Under this system, graded rates are superimposed 
on the basic rates on cargo bound through the war areas. The 
major surcharge, originally 2s. 6d. per cent., has now risen to 
10s. per cent., with modifications for coastal and short voyages 
and voyages on which the most severe war conditions are not 
encountered. 

Turning to the practical developments in the market aris- 
ing out of the war, perhaps the most important has been the 
gathering of the whole market under one roof. The marine 
companies which previously operated from offices of their own 
in nearby streets, moved into Lloyd’s Building. Some acquired 
underwriting rooms of their own, others became the guests of 
companies which had premises in the building. In the early 
days an attempt at collective underwriting by groups of com- 
panies was also in operation for some time, but after a time 
there was a general reversion to individual underwriting. An- 
other practical development was the provision of adequate un- 
derwriting facilities for both Lloyd’s Underwriters and the Com- 
panies in the deep air raid shelter at Lloyd’s. Arrangements 
were also made for the whole market, in the event of a warn- 
ing, to be removed quickly to the shelter, where business can be 
continued after an interruption which experience has shown to 
be only a matter of fifteen to twenty minutes at the most. 
Among other practical changes, the shrouding of the Casualty 
Book and the Casualty Reports was inevitable. The informa- 
tion conveyed by the entries in the Book and the “ flimsies ” 
on which the reports are written and posted on the Notice 
Board are naturally of a very confidential nature. Immediately 
on the outbreak of war the Book was accordingly removed from 
the centre of The Room to the Casualty Bay, which was en- 
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closed, and a Waiter was posted as Sentry at the door. Only 
“ authorised ” persons have the right of entry, namely, active 
underwriters and certain others to whom access to the informa- 
tion is essential. The rule limiting the number of those privi- 
leged to enter the Bay is very rigidly enforced. 

Financially, a most important event was the creation of 
Lloyd’s American Trust Fund immediately before the outbreak 
of war. Broadly, the fund is created out of the premiums paid 
in respect of business on United States interests. Its purpose 
is to ensure the prompt payment of claims to American assured 
in the event of a breakdown of normal communications be- 
tween this country and America. A similar, but not identical, 
fund created was instituted by the Marine Companies at a later 
date. Both funds are precautionary and have been created to 
ensure the uninterrupted prompt settlement of claims rather 
than to reinforce the security of British underwriters, which is 
unassailable and accepted without question in every quarter 
of the globe as readily in time of war as in peace. 

The overrunning of European countries naturally created 
problems with regard to premiums due from and claims due to 
the nationals of those countries. Steps have been taken to safe- 
guard the situation in this respect, while leaving the definitive 
solution to be considered when the need arises. The Govern- 
ment have been most helpful in facilitating the payment of 
claims to foreign assured. Indeed, it may be said that, so long 
as payment is legitimate and does not offend against the Trading 
with the Enemy regulations, no obstacles are placed in the 
way of transferring the necessary funds. This is, of course, 
only politic, since on balance our foreign business brings in 
more currency than is paid away, so that the nation gains by 
the maintenance of our foreign insurance connections. 

Finally, it may be pointed out that one development which 
was outstanding in the last war is completely absent in the 
present one. That is the expansion of the market by new 
entrants and the extension of non-marine accounts to include 
marine business. From about 1917 until 1920 there was a steady 
stream of new units into the Marine Insurance Market. Some 
were old-established composite concerns, some entirely new 
foundations. They all enjoyed, for a brief time, the plenitude 
of business created by rising values of tonnage and commodi- 
ties. When the slump came, however, the weaker concerns 
departed. The process of elimination was painful, but bene- 
ficial. It meant that we entered this war with a market in which 
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there was no weak security. Both experience and the trend of 
business have, hitherto, prevented any repetition of this influx 
of new entrants, which was a feature of the last war. The 
existing units have proved capable of absorbing all the busi- 
ness on offer and of maintaining their financial stability at the 
high level which has made the British market predominant in 
the marine insurance markets of the world. If evidence were 
needed of the faith of other peoples in our eventual victory, 
indeed it could be found in the continued eagerness of foreign 
interests to have British security for their maritime adventures; 
and this is as true of the company market as of the market at 
Lloyd’s. 


The Baltic Exchange in War-Time 
By Donald E. Erlebach 


Acting Vice-Chairman of the Baltic Exchange 
A STRANGER visiting the Baltic in these times might 


well come to the conclusion that it has almost ceased 
to operate as an Exchange. In normal times the vast 
trading floor of the market’s building in St. Mary Axe hums 
with activity. Almost every shipowner in the world is repre- 
sented there, either directly or through an agent. On the 
floor, too, will be seen numbers of the highly-skilled ship- 
brokers who handle the bulk of the chartering of ships, and 
other groups concerned with such business as the sale and pur- 
chase of vessels, bunkering, and other necessary adjuncts to 
the trade. In addition, there are the members and representa- 
tives of the numerous firms concerned with the various com- 
modities dealt in on the Exchange, notably grain and its pro- 
ducts, oil and oilseeds, cattle food, tallow, turpentine, resin, 
and many classes of produce, as well as coal. Also, at the 
appropriate times of the day, would be seen two animated 
circles of brokers clustered around the circular wooden rails 
standing at the back of the great hall around which was con- 
ducted the business in wheat and maize futures, a vital factor 
in making the Baltic one of the great grain markets of the 
world. 
To-day the attendance on the floor of the Exchange barely 
reaches a quarter of the normal peace-time number, the grain 
and maize futures markets are deserted, and the space devoted 
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to the oilseed trade is occupied by a stack of shoring timbers. 
The reduction in activity has been a gradual process, due partly 
to the successive invasions of the enemy into the smaller Euro- 
pean countries and partly to the ever-increasing control exer- 
cised by the Ministries over the trades of which the Baltic is nor- 
mally the centre. As has been seen, the trade carried on by this 
Exchange has wide ramifications—how wide is probably little 
realised by the outside world—but it is no disparagement to the 
other trades cancerned to say that shipping is the nucleus, and 
therefore the most important item in the trading on the 
Exchange. Undoubtedly the reason why so many different 
branches of commercial activity are collected together on the 
one floor is the fact that it is the centre of the shipping trade of 
the whole world. And it is most particularly in the shipping 
trade that the gradual reduction of activity already referred to 
has taken place. 

Naturally, a large number of the Baltic’s members are serv- 
ing with His Majesty’s Forces, and a large number have also 
been absorbed into the framework of the Ministries of Ship- 
ping, Supply, and Food. In the earlier days of the war quite 
a substantial Government business was carried on by members 
of the Baltic, as well as any outside business available. To- 
day there is comparatively little for them to do, and, as is 
probably well known, every transaction, even concerning the 
few neutral vessels which may be available, is subject to 
Government sanction. The grain trade has been controlled 
from the start of the war, under a system whereby the mem- 
bers of the trade carry out on behalf of the Government the 
principal part of the routine operations involved in moving 
wheat and other grains from one side of the world to the other, 
which is required as much in times of war as in times of peace. 
The oilseed trade, through its well-organised Association, is 
working under a somewhat similar scheme, although it differs 
in important particulars. The various ancillary trades repre- 
sented have probably been less disturbed in their ordinary 
functions. 

So far as the three main trades are concerned—namely, 
shipping, grain, and oilseeds—arrangements have been arrived 
at whereby they get a small degree of compensation from funds 
derived through the business activities of the Ministries in the 
hope that they may be kept alive commercially and able to re- 
sume their activities at the end of the war. It has been one 
of the main duties of the directors, under the wise guidance of 
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Mr. F. S. Alexander, their chairman, to endeavour to ensure 
that their members shall not fall by the way. The highly 
specialised knowledge and experience of the members is, of 
course, always at the disposal of the Ministries concerned. 
There is probably no more loyal body of men than the members 
of the Exchange, and they quite realise that Government control 
is essential to the national effort. For all that, they naturally 
all look forward to the day when they will be together again 
carrying on their normal trade, which in the national interest it 
is hoped will quickly follow the conclusion of hostilities. 
Meanwhile, some of their enforced spare time is being devoted 
to the consideration of bringing their organisation up to the 
greatest possible state of efficiency, and so not only securing 
their position but rendering indispensable service to the com- 
mercial world. 


The Banking Half -Year 


Y the end of 1940, the banking system had already carried 
B out the major adaptations required by the outbreak of 
war and had for some time been working smoothly under 
the new conditions. In the sphere of exchange control, the 
past half-year has seen the addition of a few finishing touches 
to the general structure, such as the first move towards multi- 
lateral clearing with the introduction of Central American 
accounts, the blocking of non-resident dollar funds in asso- 
ciation with the American freezing of Continental funds, and 
the stricter control of sterling area transfers to prevent leak- 
ages of exchange. In the banks’ domestic affairs, the most 
noteworthy developments have been the extension of banking 
hours during the summer, the reduction in Stock Exchange 
commissions and the agreement with the Ministry of Labour 
under which the banks’ male staffs will be reduced by February 
next, if the mobilization programme proceeds as expected, to 
no more than 55 per cent. of their pre-war level. All these, 
however, are mere matters of detail by comparison with the 
far-reaching changes which were still in progress during the 
comparable period of 1940, such as the development of a system 
of co-operation between the banks and the public departments 
to ensure that essential production was not held up by lack of 
finance. 
So far as actual banking trends are concerned, three features 
have been outstanding: the very much slower rate of expansion 
H 
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in deposits compared with the preceding six months; the con- 
tinued expansion in investments which has now raised this 
item to the eminence of the main earning asset, taking prece- 
dence over advances for the first time in history; and finally 
the increase in holdings of Treasury deposit receipts, which 
now rank first among the four liquid assets and third among 
the banks’ assets as a whole. Over the six months, as will be 
seen from the tables below, deposits at their latest record level 
of £2,945.9 millions show a rise of no more than £145.9 millions, 
as compared with as much as £330.6 millions in the preceding 
six months, though only £28.5 millions in the first half of 1940. 
CLEARING BANK RETURNS 


CHANGE ON 

June OO ———————— 
1941 May 1941 Dec. 1940 June 1940 

£m £m £m £m 
SR ear, Se 2,945.9 +121.9 +145.9 + 476.5 
RASS a hear 310.8 + 17.6 — 13.7 — 41.2 
SEE Cree 142.9 + 14.5 — 15.6 — 23.2 
Bills discounted .......... 193.0 + 20.2 — 718 —191.1 
Treasury deposits ......... 482.0 + 13.0 + 168.5 + 482.0 
Investments .............. 880.2 + 31.9 + 108.8 + 244.0 
PRE viikcsnidinecacsaces 859.2 — 13.8 — 46.8 — 103.2 

Items in course of collec- 

tion and in transit... 151.6 + 38.9 + 16.8 + 28.3 

% % % % 
Cash to deposits. ......... 10.55 + 0.17 — 1.04 — 0.37 


Actually, the check to the rate of growth of deposits has been 
somewhat greater than appears, since £16.8 millions of the 
apparent increase over the past half-year was due to a rise in 
transit items, reducing the increase in true deposits to £129.1 
millions, as compared with £319.1 millions in the second half 
of 1940. Moreover, as the table shows, as much as £121.9 
millions of the half-year’s expansion took place during June 
alone. Up to the end of May, in other words, the rate of expan- 
sion was little more than equal to the normal seasonal expansion 
in the credit base over the turn of the year. 

Since in these days the volume of credit is almost entirely 
determined by the financial needs of the Government, it is 
naturally to the progress of war finance that we must look for 
an explanation of the check to credit expansion. As will be 
seen from the next table, the revenue deficit for the half-year 
amounted only to £1,257.7 millions, a decline of £191.4 millions, 
while on the other hand savings showed an increase of £217.7 
millions (due chiefly to a jump of £150.0 millions in War Bond 
sales). The remaining deficit to be covered by extra-budgetary 
receipts and floating debt finance was in consequence as much 
as £409.1 millions lower at £327.2 millions. One further factor 
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which has probably helped to damp down the expansion in 
bank credit is the increasing proportion of tender Treasury 
bill issues now taken by outside applicants, as opposed to the 


banking system. 
“Un- Risein 


Six- Revenue Savings covered” bank 
Monthly deficit Small Large Total deficit d’p’s’ts 

Period £m £m £m £m £m £m 
1939—July-Dec. ..... 177.5 40.8 —_ 40.8 136.7 193.1 
1940—Jan.-June ... 461.1 210.2 42.7 252.9 208.2 28.5 
July-Dec. ..... 1,449.1 269.2 443.6 712.8 736.3 330.6 
1941—Jan.-June ... 1,257.7 336.9 593.6 930.5 327.2 145.9 


Changes in the distribution of the main earning assets are 
clearly brought out by the next table, showing the movements 
during each of the past four half-years. The supercession of 
Treasury bill finance by the Treasury deposit system is strik- 
ingly evident in the contrast between the marked increase of 
£164.4 millions in money market assets during the year to 
June, 1940, and the still sharper recession of £214.3 millions in 
the year which has just ended. Indeed, at their May level of 
£172.8 millions, discounts stood lower even than during the 
notorious bill famine in the spring of 1939. 


MOVEMENT IN BANK DEPOSITS AND MAIN ASSETS 
By half-yearly periods. 


June 1939 Dec. 1939 June 1940 Dec. 1940 
—Dec. 19389 —June1940 —Dec. 1940 —June 1941 


£m £m £m £m 
err are +193.1 +28.5 + 330.6 +145.9 
RESETS SR Se eee + 39.7 — 4.6 + 54.8 — 13.7 
Call Loans ..... a — 8.3 — 7.6 — 15.6 
ee . + 98.7 +50.2 —119.3 — 71.8 
EEN, Ae duc das ecuscmcacscs aa _ + 313.5 +168.5 
Investments_............. + 14.3 + 26.9 +135.2 +108.8 
CO err — 2.5 — 39.6 — 56.5 — 46.8 


The above table also brings out the strong and continuous 
upward movement in investments and conversely the steady 
decline in advances. It is interesting to note that whereas in 
the twelve months to June, 1940, the increase in investment 
holdings was no more than was necessary to offset the decline 
in advances, over the past twelve months investments have 
shot up by no less than £244.0 millions, as contrasted with a 
fall in advances of only £103.2 millions. This suggests that in 
the earlier period investments were being used as a balancing 
item to stabilize the combined total of the two main earning 
assets, whereas in the past year the underlying policy has been 
rather to offset the loss of income from advances. In view of 
the higher return on the latter asset, this naturally involves a 
more than proportionate increase in the investments total. 
The other major change, of course, is the further jump of 
H2 
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£168.5 millions in holdings of Treasury deposit receipts, a 
movement which, as in the previous half-year, was very closely 
related to the change in deposits. In the same way that move- 
ments in investments have to be related to the trend of 
advances, so there is undoubtedly some inter-relationship 
between investments and Treasury deposit receipts. As a 
general proposition, it may be said that once the ratio of liquid 
assets (including Treasury deposit receipts) has reached a 
certain level, there is a tendency for a smaller proportion 
of any further increase in deposits to take place against 
Treasury deposit receipts. Instead, the banks will tend to 
increase investments, with their higher earning power, at the 
expense of Treasury deposit receipts, either directly by tender- 
ing deposit receipts in payment for War Loan subscriptions or 
—more important in practice—indirectly by increasing War 
Bond subscriptions in the first place and thus reducing the need 
for Treasury deposit borrowing. Hence it is interesting to note 
from the next table that the ratio of Treasury deposit holdings 
to deposits is by no means uniform. As between the members 
of the Big Five, there is little variation. But it will be seen 
that the two banks with the smallest Treasury deposit ratio— 
namely, the Midland and the National Provincial—are also 
those which have sustained the largest proportionate fall in 
advances and consequently have made the greatest percentage 
addition to investments. The more drastic fall in advances 
helps, too, to explain the smaller ratio of Treasury deposits 
in the case of the three northern institutions, though here the 
movements between individual banks do not altogether con- 
form to the general pattern, as Martins, with a Treasury 
deposit ratio of only 10.2 per cent., show a relatively smaller 
decline in advances than the District. 


T.D.R. Ratio to Fall in Rise in 
holdings deposits advances investments 
June 1941 June 1940—June 1941 June 1940—June 1941 
£m % £m % £m % 
Barclays .. .. 100-0 17-6 15-9 7-8 44-1 41-1 
Lloyds 7 .. 90-5 17-6 15-7 9-7 35-8 32-6 
Midland .. .. 103-0 16-8 27-4 13-2 55-0 44.5 
National Provincial 69-5 17-0 17-1 12-9 38-2 48.2 
Westminster ~. ae 17-3 11-3 8-7 26-5 25-4 
Martins... .. 14-0 10-2 7-4 16-7 14-7 39-2 
District .. .. 16-0 14-0 5-9 17-8 12-8 41-7 
Williams Deacon’s 8-5 15-7 2-2 16-3 4-1 33-6 


In pre-war days, the ratio to deposits of liquid assets (exclud- 
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ing cheques and balances) was normally less than 30 per cent. 
Over the past year this ratio has further risen from 
33.2 per cent. to the altogether abnormal figure of 38.3 per 
cent. On the other hand, in spite of the considerably 
greater increase in investments than in advances, the two 
main earning assets now represent no more than 59.0 per cent. 
of deposits, compared with 64.7 per cent. a year ago. And, as 
has been seen, a considerably greater proportion of these assets 
now consists of Government securities, which earn consider- 
ably less than advances. 

This brings us once again to the vexed question of earn- 
ings. The exponents of costless credit, of course, argue that 
since additional deposits can be created free of cost, the thing 
which matters is the absolute total of assets and not their ratio 
to deposits. And it must indeed be admitted that the additional 
assets, notwithstanding their less remunerative distribution, 
should represent additional earnings of more than £5,300,000 
a year. What the costless credit view overlooks, as has pre- 
viously been shown in our pages, is that the rise in prices 
usually associated with an expansion in bank credit necessar- 
ily raises the expenses of the banks, as of any other industry. 
Since war began, this tendency has been seen in operation, for 
example, in the cost of living bonuses granted to staffs, in 
higher prices for stationery and all other requisites. Although 
in all cases the recent interim dividends were maintained, as 
shown in the next table, it would thus be premature to conclude 
from this that profits have been maintained or increased, 
though some expansion is no doubt probable. 


CLEARING BANKS’ DIVIDENDS 


1939 1940 1941 
Total Interim Total Interim 
% % % % 
ts i nee 7 14 7 
ad alll OER OE ree: 6 12 6 
| ESE RRP Ree eee n anee a 16 8 16 8 
Nat. Provincial ..... Poe a Th 15 Th 
Westminster (£4) ............. ere 18 9 18 9 
aac face wate cease sec iubew asee . 183 9t 184 ot 
MID. dcaniccvhasexacnskalieeadateaassac ae 74 15 7k 
ee er er ee NE: 11 5 10 5 
Williams Deacon’s “A” ............. 124 64 124 64 


As between individual banks, movements in the various 
assets call for no particular comment, and the following tables 
are appended for purposes of record: — 
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CLEARING BANKS’ LIABILITIES AND ITEMS IN COURSE 
{Enp-Jcnzt] (£ millions) 





Deposits, | Acceptances, | Cheques and 


Capital and 
etc. etc. Balances 


Reserves 



































1940 | 1941 | 1940 | 1941 | 1940 | 1941 | 1940 | 1041 
Barclays 27-1 | 27-1 | 470-2) 568-8) 19-5 | 13-2 | 19-6 | 26-4 
Lloyds .. a ..| 25-3 | 25-8 | 440-0) 514-7) 34-6 | 19-0 | 15-6 | 25-2 
Midland = | 27-6 | 27-6 | 509-8) 613-1) 7-5 4-2 | 22-0 | 27-8 
Nat. Provincial ..| 18-0 | 18-0 | 330-8 409-0} 11-1 | 10-1 | 14-4 |] 18-2 
Westminster .. ..| 18-6 | 18-6 | 368-8) 419-5) 20-4 | 31-3 | 15-6 | 22-1 
Coutts ,. | 2-0] 2-0 25-6) 29-9) 0-7 0-9 | 1-0 1-3 
District = ..| 6-0 | 6-0 93-0) 114-5) 4-5 3-3 | 3-8 4-8 
Glyn, Mills aa ..| 1-9 1-9 38-9) 47-1) 4-1 3-7 3-7 2-5 
Martins. . | 7-8] 7-8 | 113-0] 137-0] 9-0] 9-3] 3-5] 4-9 
National a 2-7 | 2-7 35-3) 37-7) 6-1 0-2 0-3 0-2 
Williams Deacon’s 2-8 | 2-8 | 43-7;) 54-3) 2-1 1-9 3-4 4-2 
| ' 
CLEARING BANKS’ LIQUID ASSETS (£ millions) 
| 

Cash in Hand | Money at Call Treasury 

and at Bank | and at Short Discounts Deposit 

of England | Notice Receipts 
| 1940 | 1941 | 1940 | 1941 | 1940 | 1941 | 1940 | 1941 
Barclays Py ..| 52-0 | 58-6 | 25-4 | 23-3 | 77-2 | 37-6 — /|100-0 
Lloyds... | 47-1 | 53-3 | 29-7 | 21-4 | 72-3 | 34-8 | — | 90-5 
Midland ie ..| 55-3 | 66-9 | 19-8 | 21-3 | 91-5 | 45-5 — {103-0 
Nat. Provineial ..| 36-2 | 42-2 | 17-3 | 21-0 | 59-6 | 33-8 — 69-5 
Westminster .. ..| 39-1 | 43-1 | 36-3 | 24-0 | 53-8 | 18-5 — 72-5 
Coutts .. is ..| 2-8 3-3 5-1 2-6 2-6 1-9 —_ 2-0 
District. . ay | 10-3 | 12-0 | 8-3] 7-2} 11-1] 8-3] — | 16-0 
Glyn, Mills | 5-3 5-3 7-0 4-2 1-3 0-8 — 5-5 
Martins. . a | 13-0 | 15-2 6-4 6-2 9-9 9-3 — 14-0 
The National .. 4-3 5-0 2-3] 3-2] 1-3 1-1 _ 0-5 
Williams Deacon’s 4-3 5-9 8-6 | 8-6 | 3-5 1-3 — 8-5 





CLEARING BANKS’ CHIEF EARNING ASSETS (£ millions) 


| Investments* | Advances 

1940 1941 1940 1941 
Barclays .. a wa 107-1 151-2 201-5 185-6 
Lloyds, a ae 109-2 145-7 156-6 139-7 
Midland ,, as Rt 122-6 177-5 207-5 180-1 
Nat. Provincial .. ae 78-7 116-9 182-3 115-2 
Westminster oe <a 102-9 129-4 131-5 120-2 
Coutts ye te ae 6-8 11-6 8-9 8-8 
District .. ne a 30-8 43-5 33-1 27-2 
Glyn, Mills god ina 12-2 18-9 10-5 11-1 
Martins .. na aa 37-8 52-3 43.2 35-9 
The National od ave 13-8 15-3 16-8 16-0 
Williams Deacon’s ae 12-2 | 16-3 13-5 11-3 





* Excluding those in affiliated banks. 
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Exports Under Lease-Lend 


IRCUMSTANCES have changed so drastically since the 
( Export Drive was ushered in with a flourish of trum- 
pets early in 1940 that it is little wonder if exporters 
are now feeling bewildered and discouraged at what must 
seem to them a complete volte-face in official policy. Little 
more than a year ago, workers in the export industries were 
being assured that their work was second in importance only 
to the actual production of munitions, was indeed only war 
production at one remove. Then came the tragic collapse of 
France, and for a time nothing mattered but to press on at all 
costs and with all possible speed the production of actual in- 
struments of war with which to ward off the threatened inva- 
sion. During this economic sprint, exports could be and were 
relegated to second place, because in the short run it was pos- 
sible to maintain essential imports by drawing on exchange 
reserves. When it became possible once again to plan for a 
long war, the former indiscriminate export drive was replaced 
by the new policy of selective exporting. For the first time 
exporters were brought face to face with the fact that some 
exports are of no assistance to the national effort. To qualify 
for official approbation, a projected export would in future have 
to satisfy a number of conflicting criteria, the precise signifi- 
cance of which it is extremely difficult for the individual 
exporter to assess in relation to any specific export to a specific 
destination. Finally, there can now be no doubt that the offi- 
cial attitude to exports has still further hardened since the 
passage of the Lease-Lend Act. Indeed, it might almost be 
said that the policy of discrimination in export has given way 
to a policy of discrimination against export. 

Within eighteen months, in other words, the wheel of policy 
seems to have turned full circle, leaving the desiring exporter 
baffled and often smarting from the loss of expenditure under- 
taken in the mistaken belief that our export drive, never offi- 
cially repudiated, was still in being. Yet in fact all these 
apparent twists and turns in official policy are seen to be per- 
fectly logical and consistent once the true function of exports 
in a war economy is correctly understood. In a country at war, 
exports can have only one purpose, and that is to bring in from 
abroad essential supplies which would not otherwise be obtain- 
able, and which could not be secured as cheaply by diverting to 
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direct war production the resources engaged in the export in- 
dustries. As events have moved, it is only a logical application 
of this principle to have given exporters every possible en- 
couragement in the early stages of the war and to produce for 
export at the present time only with the greatest reluctance. 

In the earlier stages of the war, as Mr. Lyttelton has pointed 
out, our new munition plants were not ready, the demand for 
labour was not so great, and the strain on our supplies of raw 
material and on shipping space was not so heavy. In such 
conditions the alternative to using resources for export would 
in many cases have been simply to allow them either to lie 
idle entirely, or else to continue using them for the production 
of inessentials for the civil population—which from the point 
of view of war economy is hardly less wasteful than to leave 
them unemployed, and if it involves the use of imported raw 
materials may actually be more so. At that time, moreover, 
the Neutrality Act seemed to rule out any prospect of obtain- 
ing supplies from the United States on credit, while the whole 
of Continental Europe, apart from the actual enemy countries, 
still remained open as a field for British trade. Under these 
conditions a substantial expansion of exports, especially if 
achieved by the simple process of diverting supplies from the 
home to the export market, not only represented the most 
economic use of our available resources but also, by reducing 
the strain on our exchange resources, offered a means of pro- 
longing our financial staying power to a degree which in the 
final stage of the war might make all the difference. At the 
beginning of the war, therefore, we could not only afford to 
export freely, but it paid us to do so. 

What was not economic even in those days was to flood the 
markets of Empire countries with civil luxuries and other in- 
essentials, a process which accounted for so much of the appar- 
ent success of the export drive. Having been exhorted, without 
more detailed official guidance, simply to expand their export 
trade, it is only natural that business men should have taken 
the line of least resistance by increasing their sales to their 
established markets in the English-speaking countries of the 
Empire. Yet, as was first pointed out in our pages*, if the 
Empire is considered as a single unit, it is clearly no less waste- 
ful for this country to produce inessentials for other parts of 
the Empire than for our own population. Indeed, if this entails 





*See “An Australian Critic Looks at British Export Policy,” Tue 
BANKER, September, 1940. 
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the use of valuable shipping space, it is even more wasteful. 
It was the eventual realization of the futility of such exports 
which led to the adoption of the discriminating policy. Nor are 
inessential exports to sterling-area countries the only ones 
which fail to contribute to the national effort. Some countries, 
such as Brazil, are already so short of sterling and so unsuited 
to provide us with essential exports in exchange that any 
increase in their purchases of British goods might well lead to 
a default upon their sterling debt. In regard to such coun- 
tries, the sensible policy is not to press exports upon them but 
rather to purchase from them any goods which it is worth 
while to transport to this country. If the effect of such pur- 
chases is to prevent a default on the service of sterling debt, 
they are in effect obtained free of cost. 

These considerations lead up to four main criteria on which 
the so-called selective policy was based. If it is to assist in the 
war effort, it was realized, an export must satisfy the follow- 
ing tests: (1) it must earn or save exchange needed in payment 
for essential imports; (2) in the case of the sterling area or 
Allied countries it must be essential to the importing country; 
(3) the value of the exported product must be high in relation 
to the imported raw material; and (4) the production of the 
export must not put an undue strain on resources needed for 
other war purposes. 

To draw up on this basis a definite list of priorities for indi- 
vidual exports and destinations is impossible. Certain examples 
have, however, been given which serve to illustrate the appli- 
cation of the principles involved. For example, it has been 
pointed out that the export of an article with a low conversion 
factor, such as a copper rod made entirely from imported raw 
material, might be a desirable export even to a sterling-using 
Dominion if in its absence the Dominion would have to import 
from a dollar country instead or alternatively allow its muni- 
tions industry to be handicapped. On the other hand, an article 
such as a precision instrument, in which the cost of the raw 
material is negligible in relation to its finished price, could not 
be exported even to a hard currency country, because the whole 
instrument industry is working to capacity for our own war 
services. 

Such factors alone would be sufficient to place considerable 
obstacles in the way of export by comparison with the indis- 
criminate encouragement of all exports in the first stage of the 
export drive. Since the selective policy was first introduced, 
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however, events have tended still further to reduce the 
attractiveness of exporting from the national point of view. 
The first of these is the increasing demand for shipping space in 
relation to the available supply. It is true that this pressure 
may not be great on the outward journey, when the exports 
are actually being carried. As has been pointed out above, 
however, exporting is only an indirect means of securing essen- 
tial war supplies which have to be brought to these shores. And 
to maintain a flow of exports demands imported raw materials. 
Hence the greater the pressure upon inward shipping space, the 
less advantageous it becomes to secure war supplies by the 
indirect method of exporting, as compared with the diversion 
of resources from the export industries to direct war produc- 
tion. As shipping space becomes increasingly valuable it may 
pay to incur losses in productivity through the diversion of 
export capacity to war production at home which it would 
otherwise have been possible and desirable to avoid. 

A still more fyndamental change arises out of the passage 
of the Lease-Lend Act, with its very wide scope. By ensuring 
that we shall continue to receive essential supplies from the 
United States irrespective of our means of payment, Lease-Lend 
removes the raison d’étre even for some exports which bring 
in dollars, because these no longer serve to bring in additional 
imports which would not otherwise be obtainable. To the 
extent that the United States is now identified with our own 
war effort, indeed, the dollar itself ceases to be a hard currency 
and exports in dollars become subject to the same considera- 
tions which formerly applied only to exports within the sterling 
area. If America wishes to assist our economic war effort to 
the fullest extent, then the United States, like the Dominions, 
should restrict her imports from this country to the bare 
essentials; for the same principle applies, that if the best use is 
to be made of the combined resources of the United States 
and the Empire, then it would be just as wasteful for this 
country to produce inessentials for the American civil popula- 
tion as for our own. The United States can help not only by 
manufacturing war supplies to be shipped to this country, but 
also by permitting us to divert resources from export manufac- 
ture to war production at home. 

This implication was not immediately realized. Some 
weeks after the passage of the Lease-Lend Act, Mr. Lyttelton 
stated in Parliament that our need for dollars remains very 
great and that the Government would continue to give every 
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assistance to help maintain and expand our exports to the 


United States. 


More recently, however, Sir Owen Chalkley, 


Commercial Counsellor of the British Embassy in Washington, 
has given a very different statement of policy under the new 
conditions: “Great Britain is not exporting to-day just for the 


CHIEF U.K. EXPORTS 


1940 

m. 

Cotton yarns and mnfrs. ...... 49.3 
SEE. os cs ccs sie mancanaawsced 36.6 
TID, Siscicdsnidencentacocuscanens 32.7 
Iron and steel mnfrs,. ......... 31.1 
i siiicdininaccaccosasecs 28.7 
Chemicals and drugs ......... 27.7 
RCE Pee ener errr 25.3 
BID cciccccinwsatcesasossass 19.6 
I hearer as Gt htc 251.0 
MII ais isnt cincncenniccone 413.1 


TRADE WITH CONTINENTAL 
MARKETS aad BY THE 


(JANUARY-JUNE, 1939.) 


(£ ’000) 

Exports Re-exports Imports 
Germany . 9,345 2,464 14,369 
Denmark... 9,160 348 17,202 
Holland ... 6,999 815 15,899 
France ...... 6,951 4,979 14,211 
Sweden ...... 6,408 704 11,571 
Norway . 4,464 133 = 4,931 
Belgium . 4,099 2,362 11,160 
Poland ...... 2,997 924 4,773 
Italy oo 2000 159 4,162 
Finland ...... 2,340 179 7,464 
Greece....... 2,307 101 619 
Switzerland .. 2,065 499 4,704 

Czecho- 
slovakia ... 960 321 2,578 
Lithuania 909 41 1,670 
Latvia 793 94 2,614 
Roumanija ... 719 20 3,255 
Yugoslavia ... 673 40 1,052 
Estonia ........ 509 132 § 1,178 
Hungary 344 43 1,186 
Bulgaria 107 16 179 
Albania 8 9 6 


Total ......63,179 14,426 125,979 


U.K. EXPORTS BY 
DESTINATIONS 


(JANUARY-JUNE, 1939) 


Total 
Exports expo:ts exports 
£m. £m. £m. 
United States... 13.6 4.3 17.9 
Latin America... 17.6 os i798 
Continental 
markets now 
inaccessible ... 63.2 14.4 177.6 
Other foreign 
countries ...... 28.0 3.4 31.4 
Foreign 
countries . 122.4 22.4 144.8 
British 
countries ...... 113.9 5.6 119.5 
ME kcasccscotcncss 236.3 28.1 264.4 


BRITISH TRADE WITH LATIN 
AMERICA 


(JANUARY-JUNE, 1939) 
(£ ’000) 


Exports Re-exports Imports 

Argentina... 11,090 143 22,738 
‘Brazil ...... 2,298 63 4,426 
Colombia ... 1,082 12 330 
Uruguay 1,066 30 1,718 
Venezuela .. 752 13 898 
ee 736 12 3,354 
eer 410 14 1,152 
Bolivia ...... 116 2 1,862 
Ecuador ... 52 5 54 
Paraguay ... 42 3 117 
Total ...... 17,644 297 36,649 
BRITISH TRADE WITH 
CERTAIN OTHER FOREIGN 

COUNTRIES 
(JANUARY-JUNE, 1939.) 
(£ '000) 

Exports Re-exports Imports 

Egypt. ........ 4,920 95 6,952 
Soviet Union 3,593 2,311 3,852 
BU xccicnceos 2,691 41 4,377 
China eee 46 2,009 
Portugal ..... 1,420 156 =1,672 
Repein ......... Fal 247 2,878 
Total ......15,637 2,896 21,740 
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sake of doing business,” he pointed out, “ but only to the mini- 
mum required to pay for current essential purchases. In fact, 
she is using the facilities allowed under the Lease-Lend Act to 
cut her own exports to the bone.” 


Sir Owen was admittedly referring primarily to exports to 
Latin America, and, indeed, it is known that exports of woollen 
goods to the United States are still receiving official encourage- 
ment. Nevertheless, the underlying principle must now apply 
to the United States, though no doubt with some qualifications. 
In particular, it is still true that our need for dollars remains 
great notwithstanding the Lease-Lend Act. This does 
not, however, necessarily constitute a reason for maintaining 
exports in order to earn dollars. If our remaining direct in- 
vestments and other exchange assets are sufficient to meet our 
remaining commitments, it is in general desirable to draw upon 
capital to finance the war wherever this is possible, rather than 
needlessly to employ current resources which might be used 
to expand the war effort. Secondly, an analysis of the pre- 
war export figures suggests that under present conditions 
exports could not be expanded sufficiently to supplement our 
foreign exchange reserves to any important extent. Thus it 
will be seen from the table opposite that in 1940 more than 60 
per cent. of our total exports was accounted for by eight main 
items, which aggregated £251 millions out of a total of £413.1 
millions. Unfortunately, five of these main items—namely, 
machinery, vehicles, iron and steel manufactures, coal and 
chemicals—which together accounted for well over £150 mil- 
lions, or some 37 per cent. of the total, are the products pre- 
cisely of those industries which are most severely engaged in 
war production. 


A similar impression is given by the analysis of exports by 
destinations contained in the next table. It will be seen that 
of exports totalling £264.4 millions in the first half of 1939, 
£119.5 millions were to British countries and in principle, there- 
fore, must now be restricted rather than encouraged. Of the 
£144.8 millions of exports to foreign countries, as much as 
£77.6 millions, or 53.6 per cent., were destined for the Conti- 
nental markets which have temporarily been cut off from trade 
with . this country. The remainder included exports to 
countries whose sterling position is severely strained, or 
which, for political reasons, do not provide a suitable field for 
the expansion of exports. Finally, it will be seen that exports 
from this country are expected to play only a quite negligible 

















LEASE-LEND & EXPORTS 115 





part in covering our estimated dollar requirements during the 
present year. Excluding the anticipated transfer of gold to 


DOLLAR REQUIREMENTS. 
Sep., 1939- 1941 

















Dec., 1940. (estimate). 
1. To pay United States: —_— 
(a) On U.K. account. $m. $m. $m. 3m. 
Government orders _.................055 1,380 1,274 
Other merchandise _..............00000: 705 280 
I, chats cicepatdicacdsesismaocsinnacs 57 _ 
RE IND: pokcocincnsccneaucassasiceines 735 _ 
aa 2,377 -—— 1,554 
(b) On Sterling Area account..... 453 338 
2. To pay other countries............... 500 247 
lie RRR Eee EE er 71 _ 
3,901 2,139 
Tremaler $0 Cama o....ciccccccccccese 225 620 
4,126 2,759 
SOURCE OF DOLLAR PAYMENTS. 
Sep., 1939- 1941 
Dec. 1940. (estimate). 
$ m. $m. $m. $m. 
Gold and dollar balances ........... 2,316 1,464 
Gold production and dishoarding 965 555 
- 3,281 2,019 
U.K. merchandise exports........... 205 165 
lA AET AS SER Tees 205 15 
180 
Sterling area exports.................. 640 560 
4,126 2,759 


Canada, which has become a dead-letter owing to our closer 
financial co-operation with that Dominion, our total dollar re- 
requirements for the year were estimated at $2,139 millions. 
Towards this U.K. merchandise exports were expected to pro- 
vide no more than $165 millions, against $560 millions from 
sterling area exports (i.e., mainly rubber and tin) and $555 
millions from Empire gold production, the balance to be pro- 
vided by drafts on capital assets. 

On all counts, therefore, there would seem to be good justi- 
fication for a suspension of the export drive. It may be that 
legitimate exports are being hampered, as many exporters be- 
lieve, br inefficiency or lack of co-operation between Govern- 
ment departments, or by an exaggerated deference to the sus- 
ceptibilities of American trading interests, which have shown 
a natural eagerness to seize the present opportunity to capture 
for themselves export markets in Latin America. and even 
within the Empire. So fundamentally has the position 
changed since the early days of the export drive, however, that 
with the best will in the world the authorities would probably 
find it difficult to avoid leaving exporters with an impression 
of indifference and even of hostility. 
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Cheap Money for Ever ? 


AVE for a short and quite needless interruption on the out- 
S break of war, cheap money has now been with us for more 
than nine years. Adopted as a means of combating the 
intense depression of 1932, it triumphantly survived the inci- 
pient boom of 1937 and, in still more flagrant contradiction of 
all precedent, has now endured and even flourished during 
close on two years of actual warfare. When a state of affairs 
has already persisted throughout depression, boom, and war, 
it is perhaps only natural to take for granted that it can con- 
tinue under any conditions whatever. That the maintenance of 
cheap money after the war is now, in fact, being assumed, con- 
sciously or unconsciously, is at any rate evident from the 
recent behaviour of gilt-edged prices, which have risen to levels 
justifiable only on the assumption that interest rates will re- 
main low for many years to come. With income tax at 10s. in 
the pound, a purchase of War Loan at 1054, for example, im- 
plies the belief that this stock will not be obtainable below par 
three years hence, since a depreciation to that level would 
offset the whole of the interest earnings for the period. Is this 
unquestioning confidence in the maintenance of cheap money 
wholly justified? May not post-war conditions present an even 
greater threat to the maintenance of cheap money than any 
which has yet been encountered? It is true that fears for cheap 
money have proved almost entirely unfounded on more than 
one occasion since 1932, and may be equally unfounded now. 
But the question is at least worth examination. 

Consider first the mechanics of cheap money hitherto. 
When the new era was ushered in with the great War Loan 
conversion of June, 1932, and the simultaneous reduction of 
Bank rate to 2 per cent., industry was in the throes of acute 
depression. From a peak of £495 millions in the boom year 
1929, the demand for capital goods on private account, as will 
be seen, from the table below, dwindled to no more than £320 
millions, bank advances declined from £991 millions to £884 
millions, while unemployment rose persistently from 1,212,000 
to 2,756,000. With private investment at this low ebb the 
Treasury enjoyed, in any case, a natural monopoly of the 
capital market which favoured the success of the War Loan 
conversion. 

Though the reduction in Bank rate was not accompanied by 
any marked expansion of the actual credit base, the banks were 
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DEMAND FOR CAPITAL GOODS. 


Public Private Total 

£m, £m. £m. 

SS ree . er ae 768 
i or. ae rere 818 
po! ee , | rr 820 
1929-30 ......... ae a 838 
BGSO-31 wi... ae.  ssdias ME. --a2ss 771 
pi > re . ae oer 669 
i >: ae a a 641 
1933-34 ..... - ee aoe 699 
BOGS SO ociccccse errr a - axed 785 
1935-36 ........... 357 jalatead ere 872 
ji rere 421 | SRP 968 


glutted with bills, an almost equally liquid asset, discounts 
shooting up from £278 millions in June, 1932, to a peak of £431 
millions in January, 1933. Together with the continued decline 
in advances, this enhanced liquidity encouraged the banks to 
add to their investment holdings, which in these seven months 
shot up by no less than £132 millions to £472 millions, a move- 
ment associated with a jump of some 20 points in the price of 
Consols. In this way the reduction in short-term interest rates 
CLEARING BANK CREDIT* 


Discounts Investments Advances Deposits 

£m. £m. £m. £m. 
EE kcciowacncsevedarsabodanks 229 257 991 1,800 
BE ti cces hint saepttahoncaieas 264 258 963 1,801 
BME sehen siadss tanta enanes ons 256 301 919 1,760 
BME. . annesesaise cagsoarsanantacs 308 348 844 1,791 
MED | ssinvsidvndssapadsanaccanaees 354 537 759 1,953 
ER. tupranapacidunsedcaesdt doa 230 568 753 1,880 
MEME” Gcnduatouisvauateseenaencen 266 615 769 1,999 
MME “axcasichinctaséostesweueges 313 613 839 2,142 
MEE “onpicesiitarwncacesaccanense 281 622 924 2,210 
ENE niga vacnananrrouseveronees 280 611 940 2,205 
MEE. -cavassceratasneneonaracaswe 255 579 959 2,179 
MM. es ssscerercasircooccaananed 358 635 922 2,413 


* Excluding District Bank. 

was communicated to the long-term rate, with a corresponding 
rise in all capital values. So severely had business confidence 
been shaken, however, that even this reduction in interest rates 
did not at once bridge the gap between money rates and the 
extremely low anticipated return on investment. As confidence 
revived, however, the low money rates undoubtedly encouraged 
an earlier revival of investment activity than might otherwise 
have occurred—which is not to deny that the pace of recovery 
might have been still further accelerated had the rate for bank 
advances moved in closer sympathy with other rates, nor that 
other factors may have favoured the recovery, such as the in- 
creased attractiveness of home investment due to the natural 
protection of the depreciation of sterling and the artificial pro- 
tection of higher tariffs. 

Whatever the relative importance of the influences at 
work, the demand for capital goods continued to expand for 
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several years, with a consequent improvement in trade and 
reduction of unemployment. in the meantime, however, 
Consols had already passed their peak as early as January, 1935, 
and gilt-edged prices in general reached their zenith later in 
that year. This “boiling over” was due to the widespread 
feeling that by that time the banking system was once again 
already fully expanded and that any further improvement in 
trade would bring about bank unloading of investments. At 
bottom, this is equivalent to saying that the Bank of England 
INTEREST RATES. 


Bank Treasury 24 % Consols 
rate Bills Price Yield 

/0 % ‘° 
SCENE 5,498 ve 5.264 das 54.3 Ae 4.61 
eee 3.414 ies 2.484 vad 55.7 oe 4.48 
ere 3.969 ve 3,593 bea 56.9 pas 4.40 
| eer 3.008 an 1.486 ‘ey 66.7 as 3.75 
Se : 2 one .591 es 73.6 Res 3.40 
a 2 ne 427 =? 80.6 en 3.10 
errs 2 wa 546 ~ 86.4 - 2.89 
ae 2 as .583 ite 85.1 ve 2.94 
eee 2 a 563 ie 76.2 ive 3.29 
BE: asncensis 2 ata 611 ain 74.1 Hed 3.39 
ME icc ee: 2.269 ee 1.315 aa 67.2 os 3.76 
___ Seeeeaeee 2 1.028 73.5 soa 3.40 


had not embraced the cheap money principle with sufficient 
thoroughness to be willing to carry the policy through to the 
point of full employment. And although the specific fear of 
bank unloading proved unfounded, since industry had become 
largely self-financing and advances continued to contract, the 
gilt-edged market was, in fact, quite needlessly allowed to 
break for lack of support in the spring of 1937, when unemploy- 
ment was still as high as 1,700,000. Even rearmament left us 
with still close on 1,400,000 unemployed in September, 1939. 
Right up to the outbreak of war, in other words, there was 
always sufficient slack in the economic system to make it per- 
fectly safe to satisfy the demand for liquid assets even more 
readily than was in fact done. In particular, it is now recog- 
nised that the policy of financing incoming gold in effect by 
long-term borrowing instead of by floating debt exerted a 
steady downward pressure on gilt-edged for some years. 

If full employment is the critical point, how is it that cheap 
money has been able to survive in war conditions? The brief 
answer, as we all know, is the closed capital market. Exchange 
regulations and capital issues control suffice to exclude all 
other borrowers, leaving the Treasury in possession of the field. 
Savers who are not satisfied with the terms the 
Treasury offers have no alternative but to leave their funds 
idle, in which case the Government—as the sole 
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supplier of liquid assets to the banking system—secures the use 
of their money just as effectively, until such time as the mount- 
ing tide of liquidity induces the owners of investible funds 
to accept the terms offered on long-term loans—a process 
which proceeds quite automatically under the tap issue system. 
Thus, in the first year of the war the Government required 
£1,336 millions in excess of revenue and extra-budgetary re- 
ceipts, but only £614 millions of this was raised by the sale of 
securities direct to the public, the balance being provided by 
£538 millions of borrowing through the banking system and 
£184 millions from the sale of Exchange Fund pre-war assets. 
In the succeeding six months, £1,147 millions was required, of 
which £647 millions was borrowed from the public and £296 
millions from the banking system, gold losses providing £204 
millions. 

Thus the mechanism of low borrowing rates is perfectly 
simple. The true question is how far it is possible to follow 
this policy of satisfying all demands for liquidity, even under 
conditions of full employment, without a far more pronounced 
inflation than we have in fact experienced. To explain this it 
is necessary to take account of the supply of savings, as well as 
the demand side. It is true that, technically, savings can never 
be inadequate, since expenditure generates its own savings. If 
the marginal propensity to save is low, however, each dose of 
expenditure generates a large addition to incomes, with a 
corresponding tendency to raise prices. Rising prices, in turn, 
check current saving or induce actual dissaving among those 
who are not benefiting by the increase in incomes, still further 
reducing the marginal propensity to save; in addition, they 
discourage the acquisition of claims to future money income in 
a currency which is rapidly depreciating. In the later stages 
of inflation, therefore, a situation may arise in which it is 
virtually impossible to float long-term Government loans, not- 
withstanding Government monopoly of the capital market and 
the automatic generation of savings. 

That nothing like this process has in fact occurred is due 
mainly to one factor whose importance is not always realised, 
namely disinvestment, the running down of capital at home and 
abroad. In 1940, the Government required finance from private 
sources, over and above revenue and extra-budgetary receipts, 
for £2,023 millions, equivalent to some 36 per cent. of the 
national income. Yet personal savings, impersonal savings, and 
tax accounts together aggregated no more than £1,082 millions. 
Had it been necessary to finance the Government’s require- 
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ments without the help of disinvestment, in other words, either 
violent measures would have been needed to lever up savings 
or else a sweeping rise in national income and prices to procure 
forced saving. As it was, the gap was filled by disinvestment, 
placed at £949 millions for the year. 

This enormous importance of disinvestment in our wartime 
finances provides one reason for suspecting a priori that it may 
not be so easy to maintain low interest rates after the war. 
For it provides an immediate answer to the argument some- 
times heard that if we can borrow enormous sums at low rates 
to finance the war we can do the same to finance post-war re- 
construction. At present, however, we are running down 
national capital on a formidable scale. After the war we shall 
be seeking to rebuild capital. Unlike war, however, recon- 
struction must be financed entirely out of current savings. 
It is true that in the immediate post-war period we may 
decide to over-import at the cost of further drafts on our 
foreign assets, or by incurring loans from abroad. But in 
general there can be no point in depleting one form of capital 
in order to build up capital in another form. It is this basic 
fact that current saving fixes the maximum pace of reconstruc- 
tion possible without inflation which is ignored by those 
who conceive of the post-war problem simply as the 
reabsorption into civil industry of the workers demobilised 
from the services and released from the war sector. As such, 
a mere transfer of labour between employments does not raise 
any monetary problem at all. The trouble is that we have 
not only to transfer one factor of production on a large scale, 
but to increase the supply of another factor—capital. 

Let us consider more closely the post-war position so far as 
it can be foreseen. On the one hand, there can be no doubt that 
very heavy demands on our post-war production are accumulat- 
ing. War damage to buildings has to be made good and 
industry will require fresh equipment on a large scale to re- 
place worn-out plant. At the same time, the consuming public 
will wish to restore the standard of living as soon as possible. 
Thus we have three main strands of competing demands on our 
post-war capacity, demands which are not merely potential, 
but to a large extent are backed up by accumulations of pent-up 
purchasing power awaiting the end of the war for its release. 

On the other hand, even a check to the expansion of arma- 
ments industry would be sufficient to render some industries un- 
employed. The actual cessation of arms spending must release 
both labour and industrial capacity on an immense scale. In 
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the heavy industries, particularly, there is a danger of severe 
slump side by side with a boom in the constructional and con- 
sumption goods industries. Surely, it may be argued, this 
collapse of defence industry would take us back to the familiar 
conditions of under-employment in which investment can be 
relied upon to generate its own savings and cheap money serve 
a useful purpose. In the long run this is doubtless true. 
Immediately, there is a two-fold problem. On the one hand, re- 
absorption and the increase of production necessarily takes 
time to plan, whereas the demand for output on a far larger 
scale than could be supplied by our shrunken civil industry 
already exists and could be released instantaneously. It will 
not be forgotten that 1919 saw a rush to buy commodities of 
which there was still an acute shortage, a movement which 
helped to generate the post-war boom of 1920 and consequently 
the succeeding slump. Secondly, it must be remembered that 
re-employment requires capital. This is true not only of the 
actual industries producing durable capital goods, such as 
building, but also of the consumption goods industries, which 
need at any rate circulating capital. Even in normal conditions 
of under-employment, there must be some time-lag before in- 
creased investment generates its own savings in the form of 
increased consumption goods output. In the meantime, those 
newly employed in the investment industries are being sup- 
ported out of an unchanged flow of consumption goods. That 
the additional incomes do not normally raise prices is due to 
the existence of stocks which are readily drawn upon when 
additional output can be expected in the near future. With 
stocks at a low ebb, the inflationary effect would be consider- 
ably greater. 

For both these reasons—the inevitable time-lag in expand- 
ing physical production and the need of capital for the 
expanded processes—an inflationary pressure might arise and 
persist for some time despite pockets of unemployment in 
some sections of the economy. In theory, no doubt, the problem 
could be solved by the maintenance of the present physical 
control over consumption goods output and raw material sup- 
plies. Politically, however, it may be doubted whether the 
public could be induced to acquiesce in the continuance of 
rationing and the limitation of supplies, or industrialists in the 
bureaucratic allocation of raw materials needed not for Govern- 
ment work but for the revival of private industry. The only 
alternative to a totalitarian planned economy—which is a very 


different proposition in peacetime from what it is in war—is 
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some method of restricting monetary demand to the physical 
capacity of industry at each stage of the expansion process. 
The authorities are by no means powerless in this respect. On 
the consumption goods side they can delay the release of the 
blocked tax payments. On the side of capital goods, they can 
defer the release of blocked E.P.T. payments, directly control 
the rate of war damage reconstruction, and maintain the ban 
on capital issues. What is not within the direct control of the 
authorities is the very large volume of actual and potential 
purchasing power in the hands of the public. Individuals have 
been piling up large savings in the form of idle bank deposits, 
which they may decide to spend, and Government loans which 
they may decide not to renew or may even withdraw before 
maturity. Industry, in spite of E.P.T., holds gilt-edged securi- 
ties and other liquid reserves which might be used to finance 
its re-equipment. 

If this potential purchasing power should be exercised on 
too great a scale, the authorities would be faced with the 
alternatives of remaining passive, which means inflation, or 
adopting a policy of restriction, which means higher interest 
rates. In a situation of this kind there are many forms in 
which the choice between these policies may present itself. 
Classically, the pressure towards higher interest rates would 
arise through the banking system. The destruction and running 
down of real capital during the war must have the effect of 
rendering investment highly profitable at anything like cur- 
rent prices and interest rates. Thus the banks would be faced 
with large demands for accommodation. The attempt to check 
an expansion in advances might take the form either of a direct 
increase in Bank rate or refusal to expand the credit base. In 
the latter case, it would be profitable for the banks to expand 
advances at the expense of other assets. Unloading of invest- 
ments would tend to drive up long-term rates. The calling in 
of money market loans and the non-renewal of Treasury bills 
and deposits would force up discount rates and ultimately Bank 
rate. Indeed, the possession of short-term Government debt 
gives the banks so great an independence of official monetary 
policy that in practice it may be taken for granted that bank 
lending and investment policy could not for some considerable 
time be dictated by the traditional considerations. As in war, 
the banks would undoubtedly exercise a qualitative and quan- 
titative control of advances in accordance with the wishes of 
the authorities, which would not require to be enforced by 
restrictive credit policy. The co-operation of the banks, 
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however, disposes of only half the problem. Shut off both 
from bank advances and from the capital market, industry 
would tend to liquidate gilt-edged, at a time when the 
absorptive capacity of the market might be reduced 
by the decline in current saving which is the obverse of 
a rush to spend. To avoid inflation, moreover, the authorities 
might at the same time be pressing long-term loans on the 
market rather than increase the supply of liquid assets through 
floating debt finance. Indeed, the increased velocity of bank 
deposits resulting from the spending of idle balances would 
need to be offset by an actual reduction of the volume of bank 
credit. Finally, the repeal of 100 per cent. E.P.T.—surely the 
first of all controls to be removed—would in itself be cal- 
culated to cause a scissors movement out of gilt-edged into 
equities. 

Provided the public can be induced to maintain the rate 
of saving, and that the authorities exercise as much direct 
restraint over spending as lies within their power, this situation 
may never arise. But it is evident that circumstances are not 
inconceivable in which the choice would lie between inflation 
and a spell of dearer money. It might be argued that a rise in 
interest rates would in fact be the most salutary means of 
checking demand and distributing the supply of savings after 
a period of capital consumption. Even if that view is not 
accepted, it cannot at any rate be denied that higher interest 
rates would be one effective means of restraining investment; 
for even if high borrowing costs failed to deter private enter- 
prise, they would certainly cause public investment to be de- 
ferred. In addition, the associated fall in capital values would 
provide a strong deterrent on the liquidation of securities, par- 
ticularly if the higher interest rates were expected to be only 
temporary. Nevertheless, it cannot be denied that the process 
would be a painful one, the more so as many industrial con- 
cerns have been stripped of liquid reserves by total E.P.T. From 
every point of view, therefore, it is of the highest importance 
that every effort should be made to accelerate the reabsorption 
of demobilised resources. Indeed, if the avoidance of inflation 
during the war now rests, as Professor Clay argues, not with 
the Chancellor but with the Ministries responsible for price 
fixing and wage regulation, then it may equally be said that 
the avoidance of inflation after the war depends primarily on 
the Ministries concerned with the planning and dovetailing 
of post-war reconstruction. 
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Improving Trade in Latin-America 


ATIN-AMERICA’S difficult problem of the disposal of 
1 unwieldy commodity surpluses, accumulated through 
loss of European markets, appears somewhat less 
threatening than at the end of 1940. An important alleviating 
factor has been the rearmament programme in the United 
States, and to a lesser extent in Canada, as also the intensifica- 
tion of inter-trading between the South American Republics. 
Latin-American exports to the United States in 1940 expanded 
in value by some 20 per cent, compared with 1939, while 
purchases from the U.S.A. increased by about 28 per 
cent. In the latter months of the year, however, North 
America’s exports tended to fall. Combined with Washing- 
ton’s desire to co-operate economically with Latin-America 
and the recently accelerated industrial tempo in the U.S.A., 
this clearly offers some encouragement for an ultimate 
solution of the problem of Latin-America’s large adverse trade 
balance with the U.S.A. The import surplus in 1940 
was largest in the case of Argentina at some 170,000,000 pesos, 
but drastic cuts in Argentine imports and a large increase in 
exports northwards of wool, hides, and skins, converted this 
into a balance favourable to Argentina of some 138,000,000 
pesos in the first five months of 1941. 

Under war conditions, it is inevitable that the lion’s share 
of trade with South America now falls to the U.S.A., but 
it should be remembered that the latter’s valuable assistance in 
averting a first-class economic crisis in South America (and 
especially in supporting the foreign exchange markets by pur- 
chases of produce and by credits) is of direct benefit also to 
those other countries, including Britain, still able to trade with 
South America and which look forward to the resumption 
of normal trading when hostilities cease. 

By a recent Decree, the Argentine Government abolished 
as from July 1, 1941, the import permit system in respect of 
about 80 per cent. of total imports, including those from the 
sterling area. It was officially explained that the change is 
designed to encourage imports which would use up balances of 
blocked exchange, as also to foster imports from neighbouring 
countries, and that the remaining restrictions upon 20 per cent. 
of imports will apply to goods of a luxury or non-essential 
nature. The fact that the new Decree provided for the closure of 
the Exchange Control Office gave the impression that the 
Argentine exchange control system itself was to be suppressed. 
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In fact, however, the title “Exchange Control Office” was 
really a misnomer, seeing that control of all exchange opera- 
tions has been exercised by the Central Bank ever since that 
Bank was formed in 1935. A more correct description would 
have been “Import Control Office,” as its principal function 
was to regulate imports. It is important to note that the control 
of exchange operations continues intact by the Central Bank, 
and there is no reason to expect any modification in ruling 
rates of exchange as a direct result of the new Decree. 

Since December 1, 1938, permits have been compulsory in 
Argentina for practically all imports. General relief‘ is ex- 
pressed at the relaxation of the vexatious regulations. These 
had in any case become superfluous, import permits for goods 
included in the exempted 80 per cent. having, in fact, been 
granted freely for some time past. The decision to relax import 
control was undoubtedly accelerated by the urgent import 
requirements of the growing domestic manufacturing indus- 
tries, coupled with the growing shortage of shipping, even to 
and from the U.S.A. It was made possible by the larger supply 
of dollars in the exchange market, due to the swing-round in 
the trade balance with the U.S.A. and by the record influx 
through the free exchange market of funds from the U.S.A., 
particularly before the recent general blocking of Continental 
accounts in New York. Such “hot” dollar deposits are not 
encouraged except when destined for investment in Argentine 
industry. 

Up to the present, Argentina has been considered one of the 
few safe refuges for foreign capital. While this is undoubtedly 
justified, the extent to which the country’s financial outlook is 
being affected by abnormal wartime trade conditions should 
not be ignored. It is true that the general exchange position 
appears strengthened by reason of the favourable balance of 
trade in the first five months of the year. At 182 million pesos, 
this already goes far towards establishing the balance of some 
400 million pesos required annually to equilibrate international 
payments. In fact, however, this was achieved only by a 42 
per cent. cut in the total value of imports, even more drastic 
than the decline of over 26 per cent. in exports. Argentina is 
still faced with the major problem of very large unsaleable 
stocks of grain, principally maize, which is being burned as 
fuel. The national finances are becoming increasingly em- 
barrassed by the cost of buying grain from farmers at guaran- 
teed prices, and a pointer to the general fiscal position is the 
announcement that the proposal to buy the British-owned 
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Argentine railways has been dropped. Although economies in 
Government expenditure are envisaged, revenue (particularly 
from import duties) is falling and the fiscal deficit for 1940 may 
be largely increased in 1941. Argentina’s national debt in- 
creased further during 1940 by 111,600,000 pesos to 4,610,400,000 
pesos (say £265,318,000 sterling), of which 1,114,100,000 pesos 
represented foreign loans. Moreover, there are apprehensions 
that the increase in the consolidated debt may be very much 
larger during 1941, due to the very large losses entailed in 
purchasing from farmers the crops of wheat, linseed, barley, 
and maize, plus expenditure on armaments and public works. 

Political party difficulties have so far prevented the rati- 
fication of the agreement with Washington for American 
credits of $110 millions, whilst, as the Banco de la Nacién 
Argentina cannot be expected to continue indefinitely to 
finance crop purchases, some alternative arrangement may be 
expected shortly. It may be recalled that the general economic 
plan presented by Dr. Pinedo, late Minister of Finance, which 
provided, inter alia, for the mobilisation of bank deposits, was 
abandoned because of general opposition. Some alternative 
plan is obviously now necessary. Whether it will take the form 
of Treasury bill finance or other short-term borrowing remains 
to be seen; some general, and perhaps severe, increase in taxa- 
tion is obviously quite on the cards. Nevertheless, the fact 
that Argentine finances and the general banking and credit 
situation have been handled on commendably orthodox lines 
over the past difficult years justifies the confident hope that 
present difficulties will be surmounted. 

The commercial banks in Argentina remain normal and 
liquid, and the reserve position of the Central Bank very strong, 
with a ratio of gold and foreign exchange to notes and sight 
liabilities of nearly 72 per cent. at end-March, 1941. A strik- 
ing feature of the return is that, whereas gold held in Argentina 
remains fairly stable at around 1,071 million pesos, the item 
“ gold and foreign exchange abroad ” is steadily increasing and 
now amounts to 308 million pesos against 258 millions at end- 
1940. Reflecting the contraction in general trade turnover, the 
total number of cheques cleared in Buenos Aires during the 
first five months of 1941 was somewhat lower than in the like 
period of 1940. 

Conditions in Uruguay are becoming increasingly encourag- 
ing. The loss of European markets for wool has been more 
than compensated by large sales to the U.S.A. at good prices, 
together with substantial meat shipments to Britain. Con- 
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sequently, there are indications of increasing ease in the ex- 
change market, exemplified by the larger monthly import 
quotas granted to supplying countries—for example, £750,000 in 
controlled exchange to Britain in June, against £500,000 in May, 
and £400,000 in April. 

Due to the desire of importers in the United States to build 
up large stocks of coffee, Brazil, Colombia, and the Central 
American “ coffee” States have generally filled their quotas of 
exports of the commodity to New York this season. In fact, 
a general increase of 5 per cent. in the quotas for the last four 
months (June to September, 1941) of the quota year has been 
authorised. Moreover, coffee prices in New York have risen 
considerably. With expanding markets for many other pro- 
ducts—particularly cotton to North America and the Far East 
—the total value of Brazil’s exports during the first four 
months of 1941 rose by about 9 per cent. over those in the like 
period of 1940, to 1,902,271 contos. As imports were cut in 
value by nearly 20 per cent. to 1,529,585 contos, the trade 
balance at end-April became favourable to the extent of 
372,686 contos. The foreign exchange and credit situation con- 
sequently continues normal, and it would seem that exporters 
to Brazil need have no apprehensions of proceeds of goods 
being blocked, as has happened before in Brazil’s history. 

The annual report of the Bank of Brazil for the year 1940 
shows a further increase in net profits to 118,113 contos, from 
89,730 contos in 1939 and 71,554 contos in 1938. The dividend 
is maintained at 15 per cent. for the year, and the reserve fund 
has been increased by 11,811 contos to 287,686 contos. Deposits 
averaged 4,283,000 contos, which shows little variation com- 
pared with 1939, owing to an increase in credit facilities to 
farmers and others. However, the Bank’s cash holdings aver- 
aged only 11 per cent of deposits, against 14 per cent. The 
amount owed to the Bank by the National Treasury at Decem- 
ber 31, 1940, on account of revenue to be collected, was 291,164 
contos, compared with 378,433 contos at the end of 1939, but 
the debt of the National Coffee Department increased during 
the year by 49,300 contos to 247,500 contos. An increase of 
61,849 contos also occurred in the combined indebtedness to the 
Bank of the Brazilian States and Municipalities, the total hav- 
ing been 627,908 contos at the end of the year. Advances by 
the Bank of Brazil to agriculture, industry, and commerce in 
1940 reached the record high average total of 1,456,000 contos, 
compared with 1,028,000 contos in 1939. Nearly one-half of 
the increase was accounted for by additional loans by the 
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Bank’s Agricultural and Industrial Credit Department. The 
total amount of loans made by this department outstanding at 
December 31, 1940, was 435,000 contos, comprising 341,000 
contos to agricultural borrowers and 94,000 contos to industry. 

The movement of funds brought about by the creation of 
Pensions Institutes and by the establishment of various new 
official lending departments, not to mention advances to insti- 
tutions such as the National Coffee Department, has undoubt- 
edly contributed in great part to the remarkable expansion in 
banking totals in Brazil during the past decade, particularly 
during recent years. The setting up of some of these lending 
departments has meant the acceleration of loans to private 
enterprise, while it is to be expected that the newly-established 
Export and Import Loan Department of the Bank of Brazil will 
increase activities in this direction. 

Colombia has benefited even more than Brazil by the 
sharp rise in coffee prices in New York, where prices of Colom- 
bian grades are now about double those of a year ago. This very 
considerable rise in coffee prices has not only imparted great 
benefits to the Colombian coffee-producing industry, but has 
also led to much larger receipts of foreign exchange during 
the first year of the agreement for import quotas into the 
U.S.A. Before that scheme came into force the price of Colom- 
bian coffee in New York was about U.S.$10 per bag, which 
represented a yield of some U.S.$40,000,000 on a yearly export 
movement from Colombia of 4,000,000 bags of coffee. Since 
the quota system was adopted the average price has been about 
U.S.$16, representing a yield of some U.S.$50,000,000 on the 
agreed quota of 3,150,000 bags, a net gain of about 
U.S.$10,000,000. Indicative of the betterment in the exchange 
position in Colombia, the time-lag for exchange remittances 
in respect of “deferred” imports has been reduced to one 
month, and advance remittances in payment of all imports may 
now be effected under stipulated conditions. 

Although Chile’s exports of copper and nitrate to the U.S.A. 
are increasing through armament demands, there is little likeli- 
hood of relief to the present stringency in sterling, unless 
Britain buys further amounts of agricultural products. Busi- 
ness in Peru continues satisfactory, about 50 per cent. of the 
1941 cotton crop having already been sold, although princi- 
pally to Japan—which may eventually mean much increased 
Japanese competition to Manchester textile goods. It is satis- 
factory, therefore, that Britain has agreed to acquire a further 
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£600,000 worth of Peruvian cotton. If this deal goes through 
it should provide substantial sterling exchange to cover the 
large remittances at present held up. Almost alone among 
South American countries, Peru continues to avoid any form 
of exchange control. 





International Banking Review 


Holland 


‘T's annual report of the Netherlands Bank for the finan- 

cial year ended March 31 shows an increase in the note 
issue from F1.1,126 million to F1.1,593 million. At the 
same time the gold reserve declined from F1.1,235 million to 
F1.1,098 million. Both figures include the gold which is held 
abroad and which is out of the reach of the Nazi-controlled new 
management of the Netherlands Bank. There is reason to 
believe that all the gold left behind at the time of the German 
invasion, together with the gold collected from private holders 
by order of the German authorities, has been taken to Berlin. 
The balance-sheet contains a new item called “Sundry 
Accounts,” amounting to F1.144 million. This amount is be- 
lieved to represent part of the bank’s frozen claim on Germany. 
There is a sharp increase in foreign exchange holdings from 
F1.20 million to F1.84 million, and it is believed that most 
of the additional F1.64 million represents reichsmarks. 
Since the bank’s holdings of gold outside Holland are blocked 
for duration, these reichsmarks constitute practically the sole 
“cover” to the growing note issue. Presumably what hap- 
pened was that the Germans seized the bank’s gold and paid in 
reichsmarks. 

In his report to the shareholders, the newly appointed Dutch- 
Nazi President of the bank, Rost van Tonningen, went out of 
his way to try to justify the use of reichsmarks instead of gold 
reserve. He argued that since the mark can now be used for 
purchases in a large number of European countries, it has 
acquired the character of a “ first-rate currency” which can 
serve as a cover for other currencies. He stated that the value 
of the reichsmark is based on the production of goods and ser- 
vices of the Continent. In reality, Holland is unable to spend 
her reichsmarks on the purchase of much-needed goods either 
from Germany or from German-controlled countries. The 
Dutch quisling himself admitted by implication that the Nether- 
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lands Bank was anxious to rid itself of its frozen reichsmarks; 
he appealed to Dutch investors to invest their money in Ger- 
many in order to relieve the Netherlands Bank of its 
reichsmarks. 
Syria 

There is no reason to suppose that, as a result of the Allied 
occypation of Syria, the currency system of the country will 
undergo any change, apart from the stabilization of the Syrian 
franc in relation to sterling. The exchange rate is expected to 
be the same as for the franc in the various Free French Colonies. 
As a result of the stabilization, Syria will become a member of 
the sterling group of countries. Apart from this, the currency 
will remain the same. It is expected that the Banque de Syrie, 
an affiliate of the Ottoman Bank, will continue to act as the 
bank of issue, under the control of the Free French authorities. 

At the beginning, the new addition to the Sterling Bloc will 
be economically and financially a liability rather than an asset. 
Under the terms of the agreement with General Dentz, pro- 
vision has to be made for the gradual transfer of the funds of 
repatriated French people. The details of the arrangement 
will be subject to further negotiations, but it is expected that 
the transfer will be spread over a long period. 


Russia 


The conclusion of an alliance with Soviet Russia gave rise 
to speculation about the financial consequences of the new 
alliance. Negotiations are being conducted both in London 
and in Moscow to lay down the foundations of financial col- 
laboration. There is no need for making any special arrange- 
ment regarding the exchange rate, for it is already fixed. Con- 
ceivably, arrangements will be made for Russian purchases of 
raw materials from the Empire on a credit basis, and it is 
hoped that the United States Administration will extend to the 
Soviet Union the benefits of the Lease-and-Lend Act. 

There has been some talk about the release in favour of 
the Soviet Government of the large deposits held by London 
on account of the Imperial Russian Government and of private 
Russian interests. It is believed that such a release would be 
linked with some settlement of pre-revolution debts, by which 
part of the deposits would be used for making a token payment 
to British claimants while the rest would be released for the 
benefit of the Soviet Government. 
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Correspondence 


Fiscal Frustration 
To the Editor, THE BANKER 


Sir,—The letters from Mr. J. E. Allen and your comments 
thereon slide gracefully over the real fault of the E.P.T., which 
is that by imposing taxation in a special manner for carefully 
selected cases it frustrates the efficient operation of competi- 
tive industry from which we are in particular need of the 
utmost output. Moreover, as your correspondent implies, the 
needed revenue could be quite easily collected through the 
ordinary income and sur-taxes without the creaking mechanism 
of an E.P.T, 

It would surely need no more political courage to arrange 
taxation on the basis that persons would bear the taxation upon 
receipt rather than that businesses should pay it out as soon 
as it accrues, and thus be inclined to lack all incentive to 
efficient management. 

Whilst I do not share the Editorial view that Mr. Allen’s 
excess war income tax is administratively or politically imprac- 
ticable I think it would be more difficult to arrange and collect 
than the tightening up the application of the present progres- 
sive taxation on incomes. 

Yours faithfully, 
H. C. F. Houcarte. 


16, Barrow Hedges-way, Carshalton. 





Appointments and Retirements 
Bank of New Zealand 


Mr. D. F. Reid, who was for eight years manager of the 
London branch of the Bank of New Zealand, has retired and 
will return to New Zealand. During his stay in London Mr. 
Reid has been vice-president of the British Bankers’ Associa- 
tion, chairman of the British Overseas Bankers’ Associa- 
tion and also of the Associated Australasian Banks in London. 

He is succeeded as London manager by Mr. John Forbes, 
the assistant manager of the bank. 

L 
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Barclays Bank 

Mr. P. S. Quick has been appointed an assistant general man- 
ager. He was formerly premises manager of the bank, but 
since just before the outbreak of war he has been acting as 
comptroller of the Bankers’ Emergency Central Clearing 
House. 


Commonwealth Bank of Australia 

Mr. Hugh Traill Armitage has been appointed to the gov- 
ernorship of the bank. Mr. Armitage became first accountant 
of the bank on its foundation in 1913, and has since been chief 
accountant, secretary, head office manager, chief inspector, and 
deputy governor. 


Lloyds Bank 


In the Advance Department, Head Office, Mr. D. Davies, 
controller, has retired owing to ill-health after forty years’ 
service. Mr. R. L. Evans, hitherto an assistant controller, has 
been appointed a controller. 

At Threadneedle Street branch, E.C., Mr. D. A. Prosser 
has retired owing to ill-health after forty-two years’ service. 
Mr. S. Gallichan, from Southampton, has been appointed man- 
ager and Mr. E. J. Hill, hitherto assistant manager, has been 
appointed deputy manager. 

Mr. L. O. Baxter, from Southwark, has been appointed 
manager of Hanover Square branch, W. Mr. J. A. Pyke, from 
Hanover Square, has been appointed assistant manager of 
Liverpool branch. Mr. E. D. Trump, of the Inspection Staff, 
has been appointed manager of Southwark branch, S.E. 


Martins Bank 

Mr. W. H. T. Laidlaw, hitherto accountant at Lombard 
Street office, has been appointed assistant chief accountant of 
the bank and will be stationed in London. 

Mr. C. E. Harris, from Fishergate branch, Preston, has been 
appointed manager of Bury branch in succession to Mr. F. W. 
Howarth, who has retired after forty-one years’ service. 

Mr. A. T. Freeman, from Seacombe branch, has been ap- 
pointed manager of Walton branch, Liverpool, in succession 
to Mr. J. R. Whittle. 

Mr. R. B. Thompson, from Ipswich branch, has been ap- 
pointed manager of Hanover Square branch, London, in suc- 
cession to the late Mr. S. A. Smith. 








